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Excerpts from the 
Chairman’s Report 


(The complete text begins on page 2) 


• Record sales 
and earnings 

• Dividend increase 

• 2-for-1 stock split 

• Second major franchise 
in consumer products 

• Low “tar” leadership 


• Tobacco 
International gains 

• Del Monte’s 
best year in U.S. 


• Aminoil adds to reserves 


“We posted our 10th consecutive year of record sales and 
earnings. . . Consolidated sales of $8.94 billion were up 33 
percent over 1978. Earnings from operations exceeded $1 billion 
for the first time in the company’s history ...” 

“The Board of Directors in October raised the quarterly common 
stock dividend 10.5 percent from 95 cents to $1.05 per share. . . 
The increased dividend paid last December 5 marked the 26th 
consecutive year RJR has raised its per share payout ...” 

“Your board declared a 2-for-1 common stock split. Following the 
split, the quarterly dividend became 52V2 cents per share.” 

“Through a merger with Del Monte Corporation we fulfilled our 
long-standing goal of establishing a second major franchise in 
consumer packaged goods. . . We were able to consummate the 
merger without diluting the common stock of our shareholders. 
Indeed, Del Monte contributed 11 cents per share to 1979 net 
earnings ...” 

“Reynolds Tobacco, our senior subsidiary... is the leading 
manufacturer of low ‘tar’ brands, which comprise the fastest 
growing market segment. . . The company’s share of the total 
category exceeds 36 percent.” 

“R. J. Reynolds Tobacco International reported market share gains 
in 24 markets. . . Sales were up 19 percent, to a record $1.85 
billion. . . Unit sales rose 7.3 percent. . 

“Del Monte enjoyed its best overall share of the U.S. canned foods 
market in the company’s history. . . Del Monte emerged from the 
harvest season with generally balanced supplies of major canned 
fruit and vegetable items. The good balance generally had a 
favorable impact on the industry’s pricing. . . International sales of 
Del Monte canned foods were also strong during the year.” 

“Even more pleasing than Aminoil’s financial results was the 
progress made during the year in providing for the company s 
future profitability. . .Its exploratory success rate of 53 percent 
was almost triple the industry average... In addition to achieving 
record production levels, Aminoil increased its proved reserves by 
12 million barrels of oil equivalent ...” 
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R.J.Reynolds Industries, Inc. 

(Dollars in Millions Except Per Share Amounts) 

< 

1979 

1978 

Change 

For the year ended December 31 




Net sales and revenues. 

$8,935.2 

$6,709.2 

+ 33.2% 

Net earnings. 

550.9 

441.9 

+ 24.7% 

Net earnings per fully diluted common share. 

5.05 

4.29 

+ 17.7% 

Dividends per common share. 

1.95 

1.78% 

+ 9.1% 

Net earnings as a percentage of net sales and revenues. 

6.2% 

6.6% 


Return on average total capital. 

15.6% 

14.3% 


Return on average common stockholders’ equity. 

18.5% 

17.5% 


Capital expenditures. 

$ 684.3 

$ 383.4 

+ 78.5% 

At year-end 




Working capital. 

$1,716.6 

$1,338.4 

+ 28.3% 

Book value per common share. 

29.60 

27.06 

+ 9.4% 

Number of stockholders. 

114,280 

111,580 

+ 2.4% 

Number of employees. 

79,487 

37,346 

+112.8% 

The per share amounts shown above have been restated to give effect to a two-for-one split of the Company’s Common 

Stock. (See Note 10 to the Financial Statements.) 
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Report from 
the Chairman 



To my fellow shareholders: 

Your company’s favorable perfor¬ 
mance in 1979 included two es¬ 
pecially important accomplish¬ 
ments: We posted our 10th con¬ 
secutive year of record sales and 
earnings, and through a merger with 
Del Monte Corporation we fulfilled 
our long-standing goal of establish¬ 
ing a second major franchise in 
consumer packaged goods. 


These achievements were key 
factors in the decision of the Board of 
Directors in October to raise the quart¬ 
erly common stock dividend 10.5 per¬ 
cent from 95 cents to $1.05 per share, 
beginning with the fourth quarter pay¬ 
ment. At the same time, your board 
declared a 2-for-1 common stock 
split, effective November 14. Follow¬ 
ing the split, the quarterly dividend 
became J52V2 cents per share. 


J. Paul Sticht was elected chairman of R.J. 
Reynolds Industries, Inc. by the Board of 
Directors following the Annual Meeting last 
April. He retained his duties as chief executive 
officer. Sticht, elected as a director of the 
company in 1968, began his full-time associa¬ 
tion with Reynolds Industries in 1972 as 
chairman of the executive committee. He 
became president and chief operating officer in 
1973 and chief executive officer in 1978. 












With the Del Monte merger, the 
tone and shape of our company 
became more clearly fixed. R.J. 
Reynolds Industries emerged as a 
major force in worldwide consumer 
packaged goods with strong posi¬ 
tions in tobacco and foods, blended 
with substantial investments in the 
vital energy and shipping 
businesses. 

Del Monte merger was 
accomplished without 
diluting RJR’s common 
stock. 

The $618 million Del Monte 
merger was accomplished by pur¬ 
chasing about 45 percent of Del 
Monte capital stock for $48.50 per 
share cash and acquiring the 
remaining Del Monte stock with an 
issue of R.J. Reynolds Industries 
nonconvertible, voting preferred 
stock. Thus, we were able to con¬ 
summate the merger without diluting 
the common stock of our share¬ 
holders. Indeed, Del Monte contri¬ 
buted 11 cents per share to 1979 net 
earnings, after adjusting for all 
financing costs associated with the 
merger and the dividends paid on 
RJR’s new preferred stock. 

Earnings from operations 
exceeded $1 billion for first 
time in the company’s 
history. 

Our continued record-setting 
financial pace in 1979 brought 
consolidated sales of $8.94 billion, up 
33 percent over 1978. Earnings from 
operations (EFO) exceeded $1 billion 
for the first time in the company’s his¬ 
tory, and net earnings rose to $550.9 
million, up 25 percent over 1978. 

Fully diluted earnings per share 
improved 18 percent in 1979, to 
$5.05, yielding a five-year compound 
growth rate of 11 percent. 

Since 1974, consolidated sales 
have risen at a 14 percent compound 
rate, while net earnings have in¬ 
creased 13 percent compounded. 
Within just five years, our capital ex¬ 
penditures have more than tripled, 
assets have almost doubled and 
consolidated cash flow from 


operations has grown more than 100 
percent. 

The increased dividend paid last 
December 5 marked the 26th con¬ 
secutive year RJR has raised its per 
share dividend payout, excluding 
1971, when the company was pre¬ 
vented from making dividend in¬ 
creases because of federal 
economic guidelines. Dividends 
have been paid without interruption 
since 1900. 

The value of your investment in the 
marketplace is an important concern 
of management. Accordingly, during 
the year we carried out a vigorous 
program of 15 presentations to ana¬ 
lysts and brokers — from Boston to 
San Francisco — to better acquaint 
more members of the financial 
community with RJR’s successful 
diversification, international growth 
and dividend record. 

Evidence of strengthened con¬ 
fidence in our company was the 
increasing number of shareholders 
who took advantage of the Dividend 
Reinvestment Plan during 1979. 
Participation increased to more than 
9,200 shareholders, after more than 


doubling in 1978, the first year the 
Plan was cost-free to participants. 

Late in August, we were notified by 
the Federal Trade Commission that 
the FTC had ended its review of the 
Del Monte merger and had deter¬ 
mined not to take any further action 
at that time. Since then, we have 
devoted considerable attention to 
determining how best to combine our 
two foods businesses into one 
integrated, international foods opera¬ 
tion under the prestigious Del Monte 
name. 

Progress continues 
toward integrating foods 
operations to achieve op¬ 
timum efficiencies. 

While the complete integration of 
our foods businesses will take 
several months, our primary course 
is now apparent to us and we will 
begin implementing the initial steps 
during the first quarter of this year. As 
significant steps are undertaken, we 
will make appropriate public an¬ 
nouncements and keep our share¬ 
holders advised. 



Del Monte s prominence in the supermarket begins with consumer demand for quality products with 
the trusted red and green label, and is fostered by an experienced nationwide sales force adept at 
promoting special programs in each local area. 





















































billion, and EFO improved from 
$772.4 million in 1978 to $863.6 
million last year. Both R.J. Reynolds 
Tobacco Company and R.J. Reyn¬ 
olds Tobacco International, Inc. 
established records for sales and 
EFO. 


Reynolds Tobacco 
remained the U.S. industry 
leader with about one-third 
of the market. 


In the domestic market, Reynolds 
Tobacco, our senior subsidiary, 
remained the industry’s leading man¬ 
ufacturer in 1979, maintaining its 
approximately one-third share of the 
U.S. cigarette market. Sales of $3.18 
billion increased 8.1 percent over the 
prior year, and EFO of $719.8 million 
registered an 11 percent gain. The 
company is the leading manufacturer 
of low “tar” brands, which comprise 
the fastest growing market segment. 
Three RJR brands — Vantage, 
Winston Lights and Salem Lights — 
are among the four best-selling low 
“tar” products, and the company’s 
share of the total category exceeds 
36 percent. 

The low “tar” category now ac¬ 
counts for more than one-third of all 
cigarettes sold in America, and it has 
been the growth leader in the 
marketplace for four consecutive 
years. Reynolds Tobacco is posi¬ 
tioned to take advantage of this 
growth trend, with popular brands 
established throughout the category. 
Since 1975, our low “tar” volume 
growth has averaged about 37 per¬ 
cent, compared to a 20 percent 
average yearly increase for the rest 
of the industry combined. 


RJR’s growth rate in low 
“tar” volume continued to 
exceed the expansion rate 
of the total category. 


Low “tar” extensions of our major 
brand families — Winston, Salem and 
Camel — performed particularly well 
in 1979. Winston Lights and Salem 
Lights continued as the leading non¬ 
menthol and menthol low “tar” 
brands. Vantage remained the 
nation’s ninth best-selling brand, 


We were convinced of the merits 
of the Del Monte merger going in, 
and our analysis of the company’s 
attributes during the past year made 
us even more enthusiastic. Del 
Monte brings to RJR the strengths of 
an international production and mar¬ 
keting network, a broad expanse of 
product lines and an unequaled 
reputation for quality and brand 
recognition. At the same time, RJR 
Foods, Inc. offers proven expertise in 
developing, advertising and market¬ 
ing highly formulated convenience 
foods items. 

The blending of our foods opera¬ 


tions will open exciting avenues for 
growth in the international foods 
business. Through the merger, we 
have greatly increased our foods 
management resources, which we 
will be able to apply to situations of 
greatest opportunity. Further, the 
consolidation of our foods-related 
research and development will 
enhance our new product 
capabilities. 

Turning to a review of the 1979 
activities of our subsidiaries, our 
combined domestic and international 
tobacco sales were up 12 percent, 
from $4.50 billion in 1978 to $5.03 


Vantage Ultra Lights, the latest extension in the line that played a major role in starting the low “tar” 
revolution of the mid-’70s, is R.J. Reynolds Tobacco Company’s most recent product introduction. 
A iter NOWand DoraIII, it is RJR's third entry in the ultra low “tar” segment. Vantage Ultra Lights, in both 
king size and 100mm versions, went into national distribution in October. 















growing about 11 percent, and new 
product successes added to our 
strength in the category. Vantage 
Ultra Lights was introduced nation¬ 
ally late in the year, and early sales 
were excellent. Doral II, also in its 
first year of national distribution, 
reversed the decline in sales of the 
Doral brand family. 

Although we retained our proud 
heritage of U.S. tobacco industry 
leadership, sales of our full-flavor 
brands were affected by the general 
decline of this category. In a mature 
market, we are taking actions both to 
strengthen the competitive positions 
of our full-flavor brands and to build 
on our low “tar” success. 

Smoking and health 
questions demand scientific 
research, not emotionalism 
and bureaucratic oppression. 

In the area of facilities construc¬ 
tion, we announced plans to build a 
central distribution center, with 8.5 
acres of floor space, to support our 
tobacco operations in Winston- 
Salem. We expect completion in 
1982. Also in Winston-Salem, we 
began construction in December to 
double the size of our tobacco and 
packaging research and develop¬ 
ment complex. These capital expen¬ 
ditures are essential to help assure 
RJR's continued leadership in 
tobacco and packaging. 

The smoking and health con¬ 
troversy continued unabated during 
the year as anti-tobacco organiza¬ 
tions intensified their efforts to 
reduce smokers to “second class” 
citizens. Many attempts were made, 
often at taxpayer expense, to curtail 
smoking in public places despite the 
lack of clinical evidence supporting 
any claim that cigarette smoke is 
harmful to non-smokers. It would be 
a sad example for future society if 
lifestyles could be dictated largely on 
the basis of emotionalism and 
bureaucratic oppression. 

R.J. Reynolds has taken a leading 
position in combating the critics of 
our industry. We continue to support 
scientific research at leading medi¬ 
cal institutions, designed to provide 
factual answers to questions 



Part of the aggressive marketing program that 
helps keep Camel one of the world's most 
popular cigarettes is Tobacco International’s 
product sampling, such as this display in 
picturesque Dusseldorf, Germany. 


concerning smoking and health. We 
have joined with individuals and or¬ 
ganizations in presenting the views of 
tobacco agribusiness to the public. 

Expanded Pride in To¬ 
bacco program helped 
strengthen unity among 
diverse industry elements. 


Our highly successful Pride in 
Tobacco program was expanded to 
all major tobacco-producing states in 
1979. Pride in Tobacco seeks to 
unite the many elements of our 
industry — farmers, warehousemen, 
manufacturers, wholesalers, 
retailers, suppliers and consumers — 
into a cohesive force supporting their 
common interests. We are en¬ 
couraged by the growing support 
within the industry for the program, 
which highlights the contributions of 
tobacco to the U.S. economy. 

R.J. Reynolds Tobacco Inter¬ 
national enjoyed another good year 


in 1979, reporting market share gains 
in 24 of 31 key markets. Sales were 
up 19 percent, to a record $1.85 
billion, compared to $1.56 billion in 
1978. EFO increased 19 percent, to 
$143.8 million from $121 million. 

Unit sales rose 7.3 percent in 1979 
to 79.5 billion units from 74.1 billion in 
the prior year. These gains included 
record sales of both U.S. export and 
foreign manufactured products. 

Major markets in which Tobacco 
International gained share included 
Germany, France, Spain, Holland, 
Italy, the Middle East, Africa, Brazil, 
Japan and Duty Free. 

The company also entered new 
markets in 1979. Licensing agree¬ 
ments to produce Winston and 
Camel Filter were concluded in both 
Portugal and Andorra on the Iberian 
Peninsula. 

Tobacco International 
boosted worldwide volume 
more than five billion units, 
gained share in 24 markets. 

In Germany, Tobacco International 
took over the marketing and distribu¬ 
tion of all cigarette brands made by 
Imperial Tobacco of the United 
Kingdom, including the popular John 
Player and John Player Special. 

Under the agreement signed with 
Imperial, RJR will begin manufacture 
of these products during the second 
quarter of 1980. 

The company also completed 
arrangements to sell two styles of 
Winston, as well as More 120mm 
cigarettes, in China, the world’s most 
populous country. These will be the 
first U.S. extra-length brands to be 
sold in the People’s Republic. 

In RJR’s second major consumer 
products business, combined foods 
and beverages sales in 1979 were 
$1.96 billion and EFO was $127.5 
million. 

Last year, Del Monte enjoyed its 
best overall share of the U.S. canned 
foods market in the company’s 
history. In addition to boosting the 
market shares of many existing 
products, Del Monte introduced 
several new ones into test markets 
across the country. 

A new line of Lite fruits, with 50 























Del Monte continued to prosper during 1979 in Europe, where the company operates three canning 
plants. In Larissa, Greece, tomato paste is processed using raw product grown in that country. 
Bilingual labels (above) are a familiar sight in international markets. 


percent less sugar than regular Del 
Monte canned fruits, showed en¬ 
couraging early results in Midwest¬ 
ern test markets following its intro¬ 
duction late in 1979. Consumer 
acceptance of Del Monte’s new 
Chunky fruits exceeded initial expec¬ 
tations in early test markets in the 
South and East. Del Monte also in¬ 
troduced into regional test areas a 
line of products for the home 
preparation of Mexican foods. 

Del Monte emerged from 
an excellent U.S. crop year 
with balanced supplies of 
major items. 

Overall, 1979 was an excellent 
crop year in the U.S. Except for an 
oversupply of tomato products, Del 
Monte emerged from the harvest 
season with generally balanced 
supplies of major canned fruit and 
vegetable items. The good balance 
generally had a favorable impact on 
the industry’s pricing. 

International sales of Del Monte 
canned foods were also strong 
during the year. The company’s 
operations in Canada, Europe, Latin 
America and the Far East all posted 
good results. 


Del Monte processes canned 
foods in nine countries outside the 
U.S., giving the company a geo¬ 
graphically dispersed base for 
supplying one of the most advanced 
marketing networks in the inter¬ 
national foods industry. Del Monte 
products are sold throughout the free 
world. 

Worldwide sales of Del Monte 
bananas also increased in 1979, 
buoyed by the first full year of 
distribution throughout the U.S. 
Earnings from fresh fruit operations 
were up for the seventh year in a row, 
with fresh pineapple making a signifi¬ 
cant contribution. 

RJR Foods moved ahead aggres¬ 
sively during 1979 to take advantage 
of opportunities generated by chang¬ 
ing consumer trends. 

In the beverage business, 

Hawaiian Punch Drink Mix registered 
good volume growth during the year, 
although Hawaiian Punch Ready-to- 
Drink volume declined. The Pre¬ 
sweetened Drink Mix form, now 
established as the No. 2 full-flavor 
line, showed a 22 percent volume 
increase for the year. 

Milk Mate chocolate-flavored milk 
additive enjoyed significant success 
in its first year of national distribution. 
By year-end Milk Mate sales were 


challenging those of two products 
long established in the category. 

Chun King’s sales volume in¬ 
creased for the year and the brand 
continued to lead the growing frozen 
Oriental-style food category. 

Chun King, Patio main¬ 
tained leadership in their 
important frozen food 
segments. 

Patio Mexican-style frozen food 
remained the leader in its segment 
and seven new Patio products were 
introduced during the year into either 
regional distribution or test markets. 

RJR’s ocean transportation sub¬ 
sidiary, Sea-Land Industries Invest¬ 
ments, Inc., reported revenues of 
$1.22 billion, up 11 percent over 
1978. However, intense competition 
for cargoes generally held ocean 
freight rates below the levels re¬ 
quired to compensate for sharply 
higher overall vessel and terminal 
operating expenses. Consequently, 


RJR’s expanding line of Patio Mexican-style 
frozen dinners, entrees and side dishes is most 
popular in the Southwest, including San 
Antonio, Texas, where the Patio line is 
manufactured (above). 








Following its christening last July in Kobe, Japan (above), the 745-foot-long Sea-Land Patriot 
underwent fitting out and sea trials, then went into service in February 1980. The company’s other 11 
new D-9 containerships are expected to join the Patriot in Sea-Land’s fleet by the end of this year. 


transportation EFO of $58.3 million 
was down from $118.7 million in 
1978. 

To help offset these cost 
pressures, Sea-Land moved ahead 
in 1979 to upgrade the technology of 
its operating fleet. The company 
marked a maritime milestone in July 
when it christened the world’s first 
D-9 class containership, one of 12 
such vessels expected to be brought 
into service before the end of this 
year. 

The D-9s are diesel-powered 
ships that can operate in any of the 
world’s major trade lanes. Sea-Land 
will be able to deploy these energy- 
efficient vessels to adapt to changing 
conditions in world shipping markets. 
Together, the D-9s will have a ca¬ 
pacity equivalent to about 10,000 
40-foot containers. Some of this new 
capacity is expected to replace 
some of Sea-Land’s older vessels, 
which will be retired. 

Sea-Land’s energy- 
efficient D-9s can respond 
quickly to changing market 
opportunities. 

We look forward to the completion 
of the D-9 construction program so 
that the 12 new vessels can join the 
four diesel-powered D-6s already in 
Sea-Land’s fleet. 

Sea-Land is attempting to increase 
its commitment to diesel power 
through a trade-and-build package 
submitted in November 1979 to the 
U.S. Maritime Administration. Sea- 
Land proposed that new diesel- 
powered vessels for its fleet be built 
in U.S. shipyards and that the con¬ 
struction be linked to the trade-in of 
Sea-Land’s eight SL-7 container- 
ships to the government. Negotia¬ 
tions are continuing. 

Resignation from trans¬ 
pacific liner conferences 
will improve competitive 
posture. 

For some time we have felt that the 
liner conferences operating in the 
transpacific trades were not meeting 
the needs of the marketplace. Ac¬ 
cordingly, in January 1980, Sea-Land 


resigned from 12 conferences active 
in those major trade lanes. (Most of 
the resignations are effective after 60 
days.) This step will permit the com¬ 
pany to provide its customers with 
superior service at prices that are 
both competitive and responsive to 
market needs. 

RJR’s ocean transportation 
operations were reorganized last 
year to help the company take better 
advantage of evolving international 
shipping service opportunities. The 
reorganization divided Sea-Land into 
three operating subsidiaries under 
the overall policy direction and 
financial management of a parent 
company, Sea-Land Industries In¬ 
vestments, Inc. This realignment 
allows management to focus more 
effectively on all of Sea-Land’s 
diverse operations. 

Our pursuit of reforms of the 
nation’s antiquated maritime laws 
was rewarded during the past year 
with the enactment of legislation 
designed to curb the questionable 
practices of some of Sea-Land’s 
foreign-flag competitors, particularly 
state-controlled, not-for-profit con¬ 
tainership operators. We are op¬ 
timistic that even more comprehen¬ 


sive reforms will be enacted in the 
coming years, further strengthening 
our country’s maritime capabilities. 

Our energy company, Aminoil 
USA, Inc., recorded a $48.3 million 
increase in 1979 EFO, from $17.2 
million last year to $65.5 million, 
despite a decrease in sales, from 
$703.4 million to $627.7 million. The 
sales decline was due to the termina¬ 
tion of Aminoil’s participation in the 
Iranian Consortium and the sale of a 
home-heating oil subsidiary in 
January 1979. 

Aminoil’s 53 percent ex¬ 
ploration success rate was 
nearly triple the industry 
average. 

Even more pleasing than Aminoil’s 
financial results was the progress 
made during the year in providing for 
the company’s future profitability. 
Aminoil had interests in drilling 62 
exploratory type wells in 1979, 33 of 
which proved successful. This suc¬ 
cess rate of 53 percent was almost 
triple the industry average. 

In addition to achieving record 
production levels in 1979, Aminoil 


















Significantly higher production of natural gas was a major contributor to the substantial increase in 
Aminoil's 1979 earnings from operations. Above, workers make ready one of two gas wells the 
company drilled last year at Live Oak County, Texas. 


increased its proved reserves by 12 
million barrels of oil equivalent during 
the year. The company ended the 
year with proved reserves of 655 
billion cubic feet of natural gas and 
130 million barrels of oil, making 
Aminoil about the 28th largest oil 
company in the U.S. 

At the beginning of 1979, we were 
producing 160 million cubic feet per 
day (MMCFD) of natural gas and 
42,000 barrels per day of oil. By 
year’s end, production was 308 
MMCFD of gas and 44,000 barrels 
per day of oil. 

Capital commitment in¬ 
cluded exploration, devel¬ 
opment, acquisition of 
reserves-in-place. 

We continued our capital commit¬ 
ment to energy in 1979, spending a 
total of about $261 million for ex¬ 
ploration and development. In a 
December transaction valued at $25 
million, Aminoil purchased the 
remaining 49 percent of Signal 
Petroleum (SigPet), a Louisiana oil 
and gas concern of which Aminoil 
previously owned 51 percent. 

A major contributor to Aminoil’s 
EFO increase last year was signifi¬ 
cantly higher domestic natural gas 
production, paced by new platforms 
in the Gulf of Mexico and new pro¬ 
duction in Live Oak County, Texas. 

Decontrol helped 
stimulate crude oil produc¬ 
tion at Huntington Beach, 
Aminoil’s largest field. 

Although average daily domestic 
crude oil production was down for 
the year as a whole, average prices 
were up. The limited decontrol of 
crude oil prices last June 1 was 
especially helpful in stimulating 
production from older fields, such as 
Aminoil’s largest crude oil facility at 
Fluntington Beach, California. 

Largely as a result of investments 
stimulated by decontrol, Aminoil’s 
average daily production of crude 
was climbing at year-end. 

In international operations, 
volumes and prices of natural gas 
from the Dutch North Sea were up. In 


Argentina, crude oil volume was 
down but prices were up. 

Both natural gas liquids operations 
and wholesale petroleum marketing 
and terminal operations generated 
higher volumes and margins in 1979. 
Aminoil’s geothermal steam produc¬ 
tion at The Geysers north of San 
Francisco will begin early in 1980, 
when a major public utility brings on 
line the world’s largest geothermal 
steam-powered electric generating 
facility, using our steam. 

In the Baltimore Canyon, there 
were several tests of natural gas on 
and near a block in which Aminoil 
holds a 15 percent interest. The 
company is cautiously optimistic 
about the possibility of commercial 
development, although production, if 
economically feasible, will not 
commence for several years. 

We expect Aminoil to continue to 
expand production, and our aggres¬ 
sive capital investment program will 
provide for approximately $1 billion in 
exploration for and development of 
domestic energy reserves over the 
next five years. 

Aminoil was successful during 


1979 in increasing its reserves 
through exploration and the SigPet 
acquisition, even as the company 
established production records. 
Despite these exploration and pro¬ 
duction successes, I must point out a 
disturbing indicator of the country’s 
overall lack of progress during the 
year in reducing dependence on 
foreign energy sources. Most major 
domestic producers failed to dis¬ 
cover enough new oil and gas 
reserves last year to replace what 
they had produced, continuing the 
alarming decline in aggregate 
domestic reserves which began 
early in the 1970s. 

Independents require 
reasonable incentives if 
U.S. is to produce more 
energy. 

As this sustained downturn in total 
U.S. reserves points out, the country 
cannot afford the lack of reasonable 
economic incentives for domestic 
energy exploration and production — 
particularly since 80 percent of the 
exploratory wells drilled in this coun- 











try are undertaken by the so-called 
“independents,” such as Aminoil. 

Finally, our packaging subsidiary, 
RJR Archer, Inc., registered a signifi¬ 
cant gain in sales based on continu¬ 
ing operations, although total sales of 
$185.1 million in 1979 were down 
$10.6 million from the prior year 
because Archer sold an aluminum 
casting and rolling plant in January 
1979. In 1978, $33 million of the 
company’s sales were attributable to 
the operation sold. Archer’s EFO of 
$15.3 million in 1979 was $3.3 million 
below 1978. 

Archer opened a new 
facility to accommodate 
demand for its packaging 
film products. 

RJR’s consolidated corporate 
results for the latest year include a 
nonrecurring gain of $22.1 million 
associated with the sale of Archer’s 
operation. 

The opening of our packaging film 
manufacturing facility in Huntsville, 
Alabama, last July strengthens the 
ability of Archer’s Filmco Division to 
attract new business. Both the sale of 



RJR Archer, which got its start producing “tin- 
foil” for R.J. Reynolds cigarette packages, has 
steadily increased its capabilities and its 
outside business. All the well-known products 
pictured above use Archer packaging. 


the aluminum operation and the 
start-up of Archer’s new plant were 
part of a reorganization program 
designed to concentrate the com¬ 
pany’s efforts on the growing flexible 
and film packaging industries. 

RJR’s business mix helps 
buffer overall performance 
against potentially adverse 
economic factors. 

The consolidated performance of 
our corporation in the past year — as 
well as in the past 10 years — shows 
that R.J. Reynolds Industries has 
gained strength through diversifica¬ 
tion. The nature of our business mix 
helps buffer RJR’s overall perform¬ 
ance against economic factors that 
may adversely affect one of the 
industry environments in which we 
operate. This permits management 
not only to take advantage of near- 
term opportunities, but also to focus 
more effectively on the corporation’s 
long-term growth. Our organization 
will continue to assure that each of 
our subsidiaries has access to the 
resources necessary to increase its 
contribution to corporate results in 
the new decade. 

One phenomenon that has a 
drastic effect on the resources of 
business and its shareholders — 
indeed on all Americans — is the 
nagging problem of inflation. One of 
the hidden costs of inflation is that it 
forces corporations and individuals 
to pay, in effect, excess income 
taxes, because tax rates — which 
are based on absolute dollars, not 
“real” amounts — do not take 
inflation into effect. 

Hidden costs of inflation 
reduce reliability of finan¬ 
cial statements, increase 
effective tax rates. 

The impact inflation has on a 
company’s financial statements is an 
important and legitimate concern of 
its shareholders. Therefore, in accor¬ 
dance with the dictates of the 
Financial Accounting Standards 
Board, we have provided consider¬ 
able inflation accounting data in this 
Annual Report. In addition, we have 



As the 50th anniversary of the famous R.J. 
Reynolds Tobacco Building (background) was 
celebrated in 1979, construction continued in 
Winston-Salem, North Carolina, on a new 
adjoining Plaza Building needed to accom¬ 
modate RJR’s growth. 

attempted to put the effect of inflation 
on RJR into a wider economic con¬ 
text, so that our shareholders can 
better understand the potentially 
serious consequences of public 
policies which constantly and sub¬ 
stantially erode individual purchasing 
power. This discussion is recom¬ 
mended to you. It starts on page 55. 

The increasing costs of govern¬ 
ment regulation also affect the prices 
individuals and businesses must pay 
for goods and services. In 1979 RJR 
updated the regulatory impact study 
we had undertaken in the prior year. 
Not surprisingly, we discovered that 
our company’s compliance costs are 
accelerating faster than inflation and 
that the negative effect these expen¬ 
ditures had on 1978 earnings per 
share was greater than it was in 
1977. We have included a more 
complete discussion of the im¬ 
plications of this disturbing trend on 
page 72 of this Annual Report. 

Significant changes occurred dur¬ 
ing the year within RJR’s senior 


























corporate management. Colin 
Stokes, who served this company so 
faithfully for 43 years, stepped down 
as chairman following the Annual 
Meeting last April. I was elected 
chairman to succeed Colin, who 
remained on our board. J. Tylee 
Wilson, formerly an executive vice 
president, was elected president, and 
Joseph F. Abely, Jr., also previously 
an executive vice president, was 
elected vice chairman of the board. 

Directors elect J. Tylee 
Wilson president, Joseph F. 
Abely vice chairman of the 
board. 

After year-end, we announced 
additional significant management 
changes involving our domestic and 
international tobacco operating com¬ 
panies. Wm. D. Hobbs, who has 44 
years of service with R.J. Reynolds 
Tobacco, was elected executive vice 
president of R.J. Reynolds Industries, 
responsible for overseeing our do¬ 
mestic and international tobacco 
subsidiaries. He continues as a 
member of our Board of Directors. 

Edward A. Horrigan, Jr. succeeded 
Hobbs as chairman, president and 



J. Tylee Wilson was elected president of 
Reynolds Industries following last April’s 
Annual Meeting. Wilson, who joined RJR in 
1974, had most recently served as executive 
vice president. He is also a director. 


chief executive officer of Reynolds 
Tobacco. Horrigan had been chair¬ 
man and chief executive of R.J. 
Reynolds Tobacco International. 
Edmund G. Vimond, Jr., who comes 
to R.J. Reynolds with a distinguished 
background in worldwide consumer 
products, is the new president and 
chief executive officer of Tobacco 
International. G. Dee Smith, who had 
been president of Tobacco Inter¬ 
national, was named senior vice 
president and assistant to the chair¬ 
man of our domestic tobacco com¬ 
pany. These changes became 
effective February 1,1980. 

We continued to pursue an impor¬ 
tant corporate goal, which we 
elaborated on at our Annual Meeting, 
namely, increasing the number of 
outside directors on RJR’s board. As 
a result of changes in 1979 the 
18-member board now includes 10 
eminently qualified outside directors. 

Of even greater importance than 
the composition of the board is the 
quality of experience and judgment 
brought to the corporation by in¬ 
dividual directors. We have a board 
that is superbly qualified to direct the 
course of your company’s growth. 
Added during the year were Richard 




The directors elected Joseph F. Abely, Jr. to 
vice chairman of the board following the Annual 
Meeting in April 1979. Abely had been ex¬ 
ecutive vice president. He has been a board 
member since joining RJR in 1977. 


G. Landis, Del Monte chairman, 
president and chief executive officer; 
Jerome W. Hull, retired chairman of 
Pacific Telephone and Telegraph 
Company; and Dr. Juanita Kreps, 
who returned to our board after 
serving as Secretary of Commerce in 
the Carter administration from 1977 
to 1979. She previously had been on 
the RJR board from 1975 to 1977. 

Three directors who were 
members of management resigned 
during 1979. The late C.F. Benbow, 
who was senior vice president and 
secretary, retired in August after 33 
years with R.J. Reynolds. His death 
on October 6 shocked and saddened 
his many friends and colleagues. 
Michael R. McEvoy resigned from the 
board in September to implement his 
planned early retirement as an ex¬ 
ecutive vice president on February 1, 

1980. He has agreed to serve as a 
consultant to the company on 
maritime affairs. J. Dwayne Taylor 
resigned as executive vice president 
and a director in December, to 
pursue other interests. 

H.C. Roemer succeeded Mr. 
Benbow as secretary and also was 
elected senior vice president. 

Roemer remained general counsel 
and a director. 

The 10th anniversary of 
the formation of Reynolds 
Industries will be observed 
in 1980. 

This year we will observe the 10th 
anniversary of the formation of 
Reynolds Industries. On April 22, 

1970, the shareholders approved a 
reorganization of our diverse enter¬ 
prises in which R.J. Reynolds In¬ 
dustries, Inc. was created. The new 
corporate structure became effective 
on June 29 of that year, constituting a 
logical evolutionary step in the proud 
history of R.J. Reynolds, which began 
in 1875 as a small chewing tobacco 
company. 

When Reynolds Industries was 
formed, the company was basically a 
domestic tobacco firm with interests 
in transportation, foods and specialty 
aluminum products. During the sub¬ 
sequent 10 years, the RJR reputation 
for quality and service was extended 








virtually around the world through a 
careful program of acquisitions in 
combination with aggressive capital 
commitments and energetic mar¬ 
keting for internal growth. 

The past decade saw RJR 
reputation for quality and 
service extended around 
the world. 

The success of these efforts to 
broaden the capabilities of our 
businesses is perhaps reflected most 
dramatically in Reynolds Industries’ 

10-year record of financial results. 

Each year during the 1970s 
brought new highs in both sales and 
net earnings. Consolidated sales of 
$8.94 billion in 1979 had grown at an 
average annual compounded rate of 
15 percent from the $2.48 billion 
reported in 1970. Net earnings 
increased from $201.9 million in 
1970 to $550.9 million last year, a 
compounded annual growth rate of 
12 percent. 

Our shareholders have partici¬ 
pated generously in this growth 
through dividends, as well as en¬ 
hanced value of their equity. Cash 
dividends on common stock, ad¬ 
justed for the split in 1979, increased 
from $1.20 per share in 1970 to $1.95 
last year. 

Our corporation stands on two 
strong, stable bases at the threshold 
of the ’80s — RJR’s worldwide 
franchises in tobacco and foods. 
Though it is impossible to predict the 
future, especially in the current 
uncertain economic environment, 
history provides an encouraging 
lesson about the sales and earnings 
stability associated with providing 
quality tobacco products, both in the 
U.S. and internationally. 

Leadership in our in¬ 
dustries provides a solid 
foundation for growth in the 
new decade. 

Likewise, as developing nations 
around the world progress economi¬ 
cally, demand for quality food prod¬ 
ucts will increase in response to 
consumer desires for higher overall 
standards of living. 


Complementing our consumer 
strengths in tobacco and foods are 
our investments in shipping and 
energy. We are the leader in con¬ 
tainerized ocean transportation, an 
essential worldwide industry, and a 
growing domestic force in what is 
probably the most vital business in 
the world — energy. 

In conclusion, the many accom¬ 
plishments of RJR in 1979 are a 
credit to the dedicated men and 
women of R.J. Reynolds Industries. 
During 1979, the Del Monte merger 
increased our corporate family from 
some 37,000 to about 80,000 full¬ 
time employees. As our numbers 
have increased, I continue to see 
daily the pride in work, product and 
company that has characterized RJR 
employees for more than 100 years. 

Our 1980 Annual Meeting is 
scheduled for 2 p.m. Wednesday, 
April 23 at the Hotel du Pont in 
Wilmington, Delaware. I would be 
pleased to see you there. 

We appreciate the confidence you 
have shown us through your invest¬ 
ment, and we look forward with you 
to a profitable, bright future. 


Respectfully submitted 
for the Board of Directors, 



J. Paul Sticht 

Chairman and 
Chief Executive Officer 

Winston-Salem, North Carolina 
February 21,1980 












ABOVE Bringing natural gas production 
on stream requires skill and teamwork, as 
demonstrated by this member of a drilling 
crew on a production rig at Aminoil's East 
Chapa Field in Live Oak County, Texas. 
Aminoil confirmed the discovery of more 
than 50 billion cubic feet of natural gas 
reserves at the field early in the year, and 
was able to bring production on stream 
rapidly because the discovery was near 
existing pipelines. 


TOP LEFT Sporting caps to proclaim their 
“Pride in Tobacco,"more than 2,000 
members of North Carolina’s agribusiness 
community attended a giant barbecue in 
Raleigh last June to kick off the renewal of 
Reynolds Tobacco’s industry-wide cam¬ 
paign to create support for the nation's 
oldest agricultural livelihood. In its second 
year, the program continued to stress the 
economic importance of tobacco to every¬ 
one associated with the crop — manufac¬ 
turers, farmers, warehousemen, wholesal¬ 
ers, retailers and suppliers — as well as to 
local, state and federal tax programs. 

BOTTOM LEFT In France, the Time Club is 
a unique R.J. Reynolds Tobacco Inter¬ 
national promotion in support of one of the 
country’s most popular cigarettes. By 
joining the Club, consumers are eligible for 
discounts at a variety of retail stores, all of 
which display stickers of Time packs, 
further enhancing brand awareness. Time, 
manufactured abroad, is the French style of 
RJR’s More brand in the U.S. 

BOTTOM RIGHT F. Hudnall Christopher 
(right) was named president and chief 
executive officer of RJR Archer, Reynolds 
Industries’ packaging products company, 
in April. Christopher has more than 15 
years of experience with RJR, not only in 
all phases of Archer, but also in the 
corporation's domestic tobacco and 
foods businesses. 
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ABOVE RJR Archer is the only company in 
the United States with expertise in three 
kinds of perforated cigarette tipping, in¬ 
cluding the sophisticated laser process 
pictured here. Long a supplier of per¬ 
forated tipping services to the domestic 
tobacco industry, Archer has begun to 
attract increasing attention from overseas, 
boosting the company ’s export business. 


TOP RIGHT The world’s first D-9 class 
containership, the Sea-Land Patriot, was 
christened by Sea-Land Service in July, 
less than 11 months after Reynolds In¬ 
dustries announced the largest peacetime 
shipbuilding program in history. After 
fitting out and sea trials, early in 1980 the 
Patriot became the first of 12 energy- 
efficient D-9s to take its place in Sea- 
Land’s worldwide transportation network. 

MIDDLE RIGHT Del Monte exceeded the 
government's energy conservation 
guidelines for the food processing industry 
by reducing consumption below target 
levels one year ahead of schedule. One 
reason is better technology, such as this 
four-stage tomato evaporator at Modesto, 
California. In three of the stages, repre¬ 
sented here by the stainless steel tanks, 
energy is recycled from the previous stage. 

BOTTOM LEFT In Rio de Janeiro, Brazil, 
Edward A. Horrigan, Jr. (right), former 
chairman and chief executive officer of R.J. 
Reynolds Tobacco International, confers 
with a member of the company's local sales 
force. Effective February 1, 1980, Horrigan 
became chairman, president and chief 
executive officer of RJR s domestic 
tobacco company. 

§ 

BOTTOM RIGHT Donny and Marie’s star 
quality was used by RJFLFoods’ Hawaiian 
Punch in a series of television ads and 
other national promotions during the year. 
The popular entertainers joined forces with 
Punchy, the original ambassador of 
Hawaiian Punch,who has become a 
marketing institution. 
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ABOVE O'Brien, Spotorno, Mitchell is a 
Del Monte subsidiary that produces frozen 
entrees and side dishes for a wide range of 
institutional clients, including some of the 
nation's major airlines. In the decade 
preceding the 1979 merger with Reynolds 
Industries, Del Monte broadened its base 
by adding several food-related businesses 
to its canning operations. 


TOP LEFT In May the Zapata Ugland 
drilling rig in the Baltimore Canyon off New 
Jersey yielded the second encouraging 
indication of natural gas in waters adjacent 
to the large East Coast markets. Aminoil 
participated in the project. Extensive fur¬ 
ther testing in the area is required before it 
can be determined whether petroleum re¬ 
serves exist in quantities large enough to 
justify expensive commercial development. 

MIDDLE LEFT RJR Archer offers com¬ 
pletely integrated packaging services to 
companies in many industries besides 
tobacco. Archer's full service capabilities 
— from design and raw materials conver¬ 
sion to quality finishing — assure the 
company's customers of attractive, func¬ 
tional packages for their products. 

BOTTOM LEFT Richard G. Landis (right), 
chairman, president and chief executive 
officer of Del Monte Corp., was elected to 
the Board of Directors of Reynolds In¬ 
dustries last February. Landis, who has 
spent his entire career with Del Monte, rose 
through a succession of production man¬ 
agement positions. In 1971, he became the 
company's youngest president. 


BOTTOM RIGHT Sea-Land inaugurated 
service to RJR's home state in 1979 with the 
start-up of operations in Wilmington, North 
Carolina. The shipping firm's weekly calls 
serve the import and export needs of 
several industries, including tobacco, tex¬ 
tiles, machinery, chemicals and furniture. 
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TOP RIGHT Research — both to develop 
new products and to improve existing ones 
— has always been a strength of RJR’s 
foods businesses. During 1979, RJR Foods 
developed and introduced a unique two- 
quart canister for Cherry Punch and three 
other flavors in the Hawaiian Punch 
Presweetened Drink Mix line. 

BOTTOM LEFT George E. Trimble (right) 
was elected chairman of Aminoil USA, 
Reynolds Industries’ energy subsidiary, in 
December. He continues as president and 
chief executive officer. Trimble joined 
Aminoil in 1976 after more than 30 years in 
the U.S. and international petroleum 
industries. 


BOTTOM RIGHT DorSl, the 5 mg 
product introduced by f^.J. Reynolds 
Tobacco Company in February, was the 
company’s second entry in the rapidly 
growing ultra low “tar’*y>egment. In both 
the regular and menthol (shown) styles, 
DoraIII sold well enough during the year to 
reverse a decline in the overall DoraI family. 
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ABOVE In May R.J. Reynolds Tobacco 
International, under a licensing agreement, 
assumed marketing and distribution in 
Germany of all of a British manufacturer’s 
brands. The agreement includes the many 
styles of John Player, one of Germany’s 
most popular brands, which is prominently 
advertised over the door of this tobacco 
shop in Munich. 
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ABOVE Aminoil’s sales of liquified 
petroleum gases (LPG) increased to 340 
million gallons in 1979. LPG marketing is 
carried out by Amtane, Inc. in 25 states, 
including the rural Tennessee delivery 
shown here. Solar Gas, another Aminoil 
company, services eight states. Aminoil 
gas processing plants produce about 40 
percent of the LPG the company markets. 


TOP LEFT In Europe, where several Camel 
styles are among the most popular 
cigarettes sold, R.J. Reynolds Tobacco 
International sponsors the annual Camel 
Challenge motocross series. The exciting 
motorcycle races attract not only the 
continent’s best riders, but also the type of 
audience for whom Camel is part of a 
rugged outdoor lifestyle. 

BOTTOM LEFT Wm. D. Hobbs (right) was 
elected executive vice president of 
Reynolds Industries with responsibility for 
overseeing the corporation’s domestic and 
international tobacco subsidiaries, effec¬ 
tive February 1, 1980. Prior to his new 
assignment, Hobbs, who has been with 
RJR since 1936, had most recently served 
as chairman, president and chief executive 
officer of R.J. Reynolds Tobacco 
Company. 

BOTTOM RIGHT Two cities in India 
became regular ports-of-call for Sea-Land 
Service in 1979, adding vital links to the 
carrier’s international shipping chain. U.S. 
East and Gulf Coast ports, as well as those 
in the Mediterranean and Northern Europe, 
were connected to Bombay (shown here) 
and Cochin by twice-monthly service 
through Dubai in the Middle East. 
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ABOVE Camel Lights, the U.S. cigarette 
industry’s most successful new product in 
1978, continued its success story last year, 
aided by a 100mm line extension and a new 
comprehensive advertising campaign. The 
ads feature striking scenes with Camel 
Lights in traditional settings. 


TOP RIGHT Del Monte catsup is bottled 
near the Modesto, California, tomato fields 
that provide the highest quality raw 
product for processing. The company's 
open-air production line facilitates the 
process of cooling, required before labels 
are affixed. 


BOTTOM LEFT Robert L. Remke (left) 
became chairman and chief executive 
officer of RJR Foods in September 1976, 
one year after joining the company as 
executive vice president. He also served as 
president of the RJR subsidiary prior to 
assuming his current duties. Remke has 
more than 30 years experience in the 
consumer goods industry, both 
domestically and internationally. 

BOTTOM RIGHT Although RJR Archer 
has successfully stepped up efforts to 
attract a wide variety of external packaging 
business, it continued to provide R.J. 
Reynolds Tobacco Company with quality 
packaging for more than 80 billion Winston 
cigarettes produced in the U.S. during 
1979. Archer also provides packaging for 
other RJR cigarette brands. 
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ABOVE Strong promotional support helps 
keep Winston the No. 2 cigarette brand in 
the bustling crown colony of Hong Kong. 

In addition to extensive television, print and 
outdoor advertising campaigns, R.J. Reyn¬ 
olds Tobacco International employs the 
personal touch as part of its comprehen¬ 
sive marketing program. 


TOP LEFT This giant bubble distinctively 
marks the production of RJR Archer's 
polyvinyl chloride packaging film at the 
company’s new manufacturing plant in 
Huntsville, Alabama. Growing domestic 
demand for vinyl film, particularly in the 
Sunbelt region, could not be adequately 
accommodated by Archer's other U.S. 
plant in Aurora, Ohio, so the company built 
its new $5 million facility, which opened 
July 9. Vinyl film is used primarily to wrap 
fresh meats and produce in supermarkets. 

BOTTOM LEFT Bright new packaging for 
the entire line of Chun King canned and 
frozen Oriental-style foods was introduced 
in September. Already No. 1 in the growing 
frozen segment, Chun King adopted the 
bold new design to improve impact in the 
store and to reinforce the “good tastes from 
the good earth ” advertising theme 
launched earlier in the year. 

BOTTOM RIGHT Charles I. Hiltzheimer 
(left) was named chairman, president and 
chief executive officer of Sea-Land s newly 
formed parent organization in June. He has 
been with RJR's transportation subsidiary 
— now called Sea-Land Industries Invest¬ 
ments, Inc. — since 1962, serving in a 
variety of operating and managerial 
capacities. Immediately prior to the reor¬ 
ganization, Hiltzheimer had been chair¬ 
man and chief executive of Sea-Land 
Service, Inc. 

































ABOVE Construction was nearly com¬ 
pleted during the year on the first of three 
electric generating plants in Northern 
California to be powered by geothermal 
steam from Aminoil wells at The Geysers 
area. At 135 megawatts, the facility will be 
the largest geothermal steam-powered 
generating plant in the world. AminoiTs 
proved geothermal reserves at year-end 
were the equivalent of about 45 million 
barrels of crude oil. 


TOP RIGHT In the highly competitive 
environment of the U.S. cigarette market, 
R.J. Reynolds Tobacco Company’s brand 
sampling programs are an effective way to 
allow smokers to enjoy a new brand. This 
booth near New York's Central Park drew a 
crowd to try full-flavor and low ‘‘tar’’styles 
of Winston and Salem last summer. 


BOTTOM Agricultural research aimed at 
bringing the consumer bstter-tasting fruits 
and vegetables more economically is one 
aspect of Del Monte's leadership in food 
industry research and development. The 
company has developed Several new 
varieties of corn, including strains that 
yield firmer, juicier kernels. 
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TOP LEFT The 1970s not only marked the 
beginning of R.J. Reynolds’ second cen¬ 
tury of selling the finest tobacco products 
in the United States, but also saw the RJR 
reputation for quality extended to millions 
of cigarette smokers around the world. 

Winston, Salem and Camel were the 
brands that made R.J. Reynolds the in¬ 
dustry leader as the 1970s began. RJR 
maintains that leadership at the threshold 
of the ’80s, but today, counting low “tar” 
brand extensions, menthol and extra¬ 
length versions and hard and soft packs, 
the company sells 33 cigarette styles in the 
U.S. alone. 

R.J. Reynolds Tobacco Company is 
strongly positioned in the low “tar” 
category, which is expected to continue in 
the '80s as the fastest growing segment of 
the industry. The Vantage family, along 
with three successful brand extensions 
during the 1970s — Winston Lights, Salem 
Lights and Camel Lights — were primarily 
responsible for establishing the company’s 
dominance in this growth area, which RJR 
leads by a substantial margin. 

Reynolds Tobacco also makes the coun¬ 
try’s best-selling smoking tobacco, with 
Prince Albert leading a line of choice 
products for pipe fanciers. Days Work is 
the industry’s leading plug chewing to¬ 
bacco, and RJR has other plug brands for 
consumers to choose from as well. Work 
Horse loose leaf chewing tobacco, which 
completed its first full year of distribution in 
1979, is a favorite of those who prefer a 
sweeter, milder chew. 

BOTTOM LEFT Through a careful, yet 
ambitious, program of internal develop¬ 
ment and external acquisition, R.J. Reyn¬ 
olds Tobacco International — in only its 
fourth year as a separate company — now 
manufactures cigarettes in more than 20 
countries, either in its own plants or under 
licensing agreements, and sells them in 
more than 140 nations. 

In addition to the worldwide popularity of 
such familiar brands as Winston, Salem, 
Camel and Vantage, Tobacco International 
sells popular local brands in Canada 
(Export ‘A’), Germany (John Player 
Special, Reyno, M), France (Time), Brazil 
(Vila Rica, River, LS) and many other 
countries. 
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TOP RIGHT The more than 250 varieties of 
canned, fresh, frozen and snack foods 
produced and marketed around the globe 
by Del Monte Corporation have a common 
ingredient — quality. 

Among the more popular canned fruit 
items in the vast Del Monte family are 
peaches, fruit cocktail and pineapple. Del 
Monte raisins are a favorite dried fruit 
product with consumers, and Del Monte 
bananas and pineapple are the preferred 
brand of many fresh fruit lovers. 

Green beans, peas and corn — all 
available in several styles and serving sizes 
— lead the long list of quality Del Monte 
canned vegetables. The company also 
offers a wide variety of tomato products, 
including Del Monte stewed tomatoes and 
tomato juice. Del Monte’s single-serving 
Pudding Cups are a special treat in lunch 
boxes and at snack breaks. 


BOTTOM RIGHT RJR also produces a 
number of convenience foods and 
beverages, primarily for the U.S. market. 

Hawaiian Punch Ready-to-Drink and 
Drink Mix afford the consumer a wide 
selection of flavors and forms, including 
• both presweetened and unsweetened 
powdered mixes and 12-ounce soft drink 
cans. Milk Mate, which celebrated its first 
anniversary in the U.S. in 1979, is a 
chocolate-flavored milk additive that mixes 
more quickly and thoroughly than com¬ 
peting brands. It comes in an unbreakable 
squeeze bottle with a dispenser top. 

Chun King is the No. 1 brand of frozen 
Oriental-style foods in the U.S., with a 
complete line of Chinese main courses and 
side dishes. Chun King canned products 
are also found on supermarket shelves. 

Patio Mexican-style frozen foods lead an 
important segment of the ethnic food 
market with a line of products that includes 
enchiladas, beef tacos and other entrees, 
as well as complete dinners. 

Other RJR Foods products, distributed 
primarily on a regional basis, are: Vermont 
Maid syrups; Brer Rabbit molasses and 
syrups; My*T*Fine puddings; College Inn 
broth and chicken items; Davis baking 
powder; and, in CanadagCoronation 
pickles, olives, cherries and relishes. 



























ABOVE RJR Archer has evolved from a 
division of R.J. Reynolds Tobacco Com¬ 
pany into one of the nation’s leading 
producers of printed flexible packaging 
materials, as well as a top manufacturer of 
clear films used primarily for wrapping 
meats and produce in supermarkets. 

The company also makes specialty 
aluminum products, paperboard cartons, 
florist foil, labels, point-of-sale materials, 
business forms and packaging film for non¬ 
food items, such as toys, paper products, 
auto parts and sundries. 

TOP LEFT Sea-Land Service puts the 
world’s largest containership fleet at the 
disposal of customers all over the world 
whose business depends on shipping 
products from one location to another. 

Sea-Land’s vessels — among the most 
modern merchant ships afloat — operate in 
the major ocean trade routes of the world. 
Containerized cargo can be delivered 
quickly and securely because it goes door- 
to-door in the same sealed container. . . 
via truck, train and ship. 

Sea-Land’s special containers can 
transport frozen, refrigerated and liquid 
products, and its standard 35- and 40-foot 
“boxes” can handle the entire range of dry 
cargoes, from computer chips to machine 
tools. 

Sea-Land enjoys exclusive shoreside 
terminals in most of the major ports of the 
world, and its high-speed container cranes 
also help assure its customers the fastest, 
most efficient delivery of their cargoes. 

BOTTOM LEFT Aminoil USA is involved in 
exploration for and production of oil, 
natural gas and geothermal steam, 
primarily in the United States. It operates a 
major crude oil production facility at 
Huntington Beach, California, and owns 
interests in more than 50 oil and gas 
producing platforms in the Gulf of Mexico. 

RJR’s energy company is also a leading 
processor of natural gas at eight domestic 
locations. Aminoil’s processing operations 
remove petroleum liquids and impurities 
from produced natural gas and then 
compress the remaining dry gas for 
transmission through pipelines. 
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R.J. Reynolds Industries, Inc. 

Five-Year Consolidated Statements of Earnings 

For the Years Ended December 31 


(Dollars in Millions Except Per Share Amounts) 

1979 

1978 

1977 

1976 

1975 

Net sales and revenues . 

$8,935.2 

$6,709.2 

$6,431.5 

$5,812.1 

$4,884.5 

Costs and expenses: 






Cost of products sold and 






operating expenses. 

6,490.5 

4,816.2 

4,833.5 

4,355.3 

3,605.9 

Selling, advertising, 






administrative and 






general expenses. 

1,358.1 

986.4 

784.0 

677.2 

567.4 

Earnings from operations . 

1,086.6 

906.6 

814.0 

779.6 

711.2 

Interest and debt expense. 

(125.8) 

(71.4) 

(83.5) 

(70.4) 

(55.9) 

Other income (expense), net .... 

24.1 

23.0 

16.3 

7.6 

13.7 


984.9 

858.2 

746.8 

716.8 

669.0 

Foreign currency gains (losses).. 

10.2 

(3.9) 

(11.7) 

(26.9) 

15.3 

Nonrecurring gains. 

22.1 

— 

55.1 

— 

— 

Earnings before provision 






for income taxes. 

1,017.2 

854.3 

790.2 

689.9 

684.3 

Provision for income taxes. 

466.3 

412.4 

366.7 

336.7 

346.6 

Net earnings . 

550.9 

441.9 

423.5 

353.2 

337.7 

Less preferred dividends. 

30.7 

6.4 

7.4 

10.2 

12.1 

Net earnings applicable to 






Common Stock . 

$ 520.2 

$ 435.5 

$ 416.1 

$ 343.0 

$ 325.6 

Net earnings per common share: 






Primary. 

$ 5.23 

$ 4.51 

$ 4.36 

$ 3.73 

$ 3.68 

Fully diluted. 

5.05 

4.29 

4.10 

3.44 

3.35 


Average number of common 
shares outstanding 

(in thousands): 


Primary. 

. 99,521 

96,629 

95,458 

91,848 

88,368 

Fully diluted. 

. 103,947 

103,055 

103,257 

102,579 

100,946 


Net sales and revenues and costs and expenses for all years reflect the reclassification of certain revenue reduction items 
to expenses. 

All earnings per share and related amounts have been restated to give effect to a two-for-one stock split. (See Note 10 to 
the Financial Statements.) 





































Sales and Earnings 

Consolidated net sales and revenues in 1979 
were $8.94 billion, a 33 percent increase over 
1978. The 1979 consolidated results of 
operations included the operations of Del Monte 
Corporation, acquired on February , 2 , 1979. (See 
Note 13 to the Financial Statements.) Earnings 
from operations in 1979 reached $1.09 billion, an 
increase of $180 million, or 20 percent, over the 
prior year and exceeded $1 billion for the first 
time. Net earnings in 1979 increased $109 million, 
or 25 percent, to $551 million, while net earnings 
per fully diluted common share rose 76 cents to 
$5.05. The 1979 net earnings included a non¬ 
recurring gain of 11 cents per fully diluted share 
related to the sale of the Company’s aluminum 
casting and rolling business in Huntingdon, 
Tennessee. Net earnings also reflected the 
favorable effects of the Del Monte merger. The 
incremental contribution of Del Monte to fully 
diluted earnings per share was approximately 11 
cents in the 11 months following the merger. 

Consolidated net sales and revenues in 1978 
were $6.71 billion, an increase of $278 million 
over 1977. This sales improvement was achieved 
in spite of a decrease in energy sales during 1978 
of $276 million, resulting primarily from the na¬ 
tionalization of the Company’s petroleum 
operations in Kuwait in September 1977. Earnings 
from operations in 1978 were $907 million, an 
increase of $93 million, or 11 percent, over the 
prior year. Net earnings in 1978 increased $18 
million to $442 million, while net earnings per fully 
diluted common share rose 19 cents to $4.29. 
Excluding from 1977 results the effects of a 
nonrecurring gain related to the nationalized 
petroleum operations noted above and a trans¬ 
portation strike (in the 1977 fourth quarter), net 
earnings per fully diluted common share would 
have increased approximately 48 cents in 1978. 


Over the past five years, net sales and 
revenues increased at an annual compound rate 
of 14 percent, earnings from operations increased 
by 11 percent a year and net earnings grew at a 
rate of 13 percent annually. 

The percentage contributions of the Com¬ 
pany’s various lines of business to net sales and 
revenues and earnings from operations during the 
last five years were as follows: 

Net Sales and Revenues 



1979 

1978 

1977 

1976 

1975 

Domestic tobacco 

35% 

44% 

42% 

44% 

48% 

International tobacco 

20 

23 

21 

20 

19 

Foods and beverages 

22 

4 

4 

4 

4 

Transportation 

14 

16 

15 

16 

17 

Energy 

7 

10 

15 

13 

9 

Packaging products 

2 

3 

3 

3 

3 


100% 

100% 

100% 

100% 

100% 

Earnings from Operations 






1979 

1978 

1977 

1976 

1975 

Domestic tobacco 

64% 

69% 

72% 

68% 

68% 

International tobacco 

13 

13 

11 

8 

6 

Foods and beverages 

11 

2 

3 

3 

3 

T ransportation 

5 

12 

10 

15 

13 

Energy 

6 

2 

2 

4 

9 

Packaging products 

1 

2 

2 

2 

1 


100% 

100% 

100% 

100% 

100% 


Consolidated Net Sales and Revenues 

(Dollars in Millions) 

4 , 884.5 5 , 812.1 6 , 431.5 6 , 709.2 8 , 935.2 
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Consolidated Earnings from 
Operations 

(Dollars in Millions) 

711.2 779.6 814.0 906.6 1 , 086.6 
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Domestic T obacco 

R.J. Reynolds Tobacco Company operations 
include the manufacture and sale of tobacco 
products, principally cigarettes, in the United 
States 

Sales in the domestic tobacco business were 
$3.18 billion in 1979, a $238 million, or 8.1 
percent, increase over 1978. The sales increase 
was due to higher selling prices and a small 
increase in unit volume, due in part to stepped-up 
buying by wholesalers in anticipation of a price 
increase in December. The company maintained 
its leadership in the fast-growing low ‘‘tar 
cigarette category during 1979, with unit volume 
in that category showing a 17 percent gain over 
1978. 

Earnings from operations in 1979 increased 
$68 million, or 11 percent, to $720 million. This 
gain was due largely to the higher selling prices 
and improved unit volume mentioned above. 
Earnings from operations in 1979 were also 
favorably affected by improved manufacturing 
productivity. Compared to a year ago, certain 
costs were up substantially, particularly leaf, 
transportation, energy and marketing and adver- , 
tising costs. Advertising expenditures were about 
$70 million above the 1978 level, mainly as a 
result of the introduction during the year of 
several low “tar” brands, including Doral II, Camel 
Lights 100’s, Vantage Ultra Lights and Vantage 
Ultra Lights 100s. 


Domestic tobacco sales were $2.94 billion in 
1978, a $185 million, or 6.7 percent, increase over 
1977. This sales improvement resulted from 
higher selling prices. Volume for the year was 
essentially unchanged from 1977. 

Earnings from operations in 1978 increased 
$46 million, or 7.5 percent, to $651 million. This 
increase was due to the higher selling prices 
mentioned above, which were adequate to offset 
increased manufacturing, marketing and adver¬ 
tising costs. Advertising expenditures were 
approximately $49 million above the 1977 level, 
largely due to the national introduction of Camel 
Lights in April, continued spending for other low 
“tar” growth brands and cost increases resulting 
from inflation. 






Domestic Tobacco 
Sales 

(Dollars in Millions) 

2 , 361.1 2 , 565.8 2 , 759.0 2 , 944.4 3 , 182,7 
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Domestic Tobacco 
Earnings from Operations 

(Dollars in Millions) 

500.2 549.2 605.8 651.4 719.8 
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International Tobacco 

R.J. Reynolds Tobacco International, Inc., 
manufactures and sells tobacco products in 
Puerto Rico and countries outside the United 
States. Cigarettes are currently manufactured in 
23 countries throughout the world Ipy subsidiaries 
or licensees and are sold in more than 140 
countries and territories outside the United States. 
Sales consist of exports from the United States 
and sales from the company’s foreign manufac¬ 
turing operations. 

International tobacco sales in 1979 were $1.85 
billion, a 19 percent, or $295 million increase over 
1978. Approximately one-half of the sales gain 
was due to a 7.3 percent rise in unit volume, with 
higher selling prices, foreign currency rate 
changes and higher foreign excise taxes respon¬ 
sible for the remainder. Unit sales were higher in 
most major markets, including Germany, France, 
Holland, Brazil and Duty Free. Earnings from 
operations were $144 million in 1979, an increase 
of 19 percent from $121 million in 1978. The 
increase was due principally to the unit volume 
gain noted above, although improved operating 
margins were also a factor in the gain. 



International Tobacco 
Sales 

(Dollars in Millions) 

960.3 1 , 205.3 1 , 358.4 1 , 556.0 1 , 850.7 
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The company’s continued success in the 
growing international tobacco market is reflected 
over the past five years by compound growth 
rates in sales and earnings from operations of 18 
percent and 36 percent, respectively. 

International tobacco sales in 1978 were $1.56 
billion, a 15 percent, or $198 million, increase over 
1977. Approximately one-third of the sales gain 
was due to a 5 percent rise in unit sales, with the 
balance of the increase attributable to foreign 
currency rate changes, higher selling prices and 
increases in excise tax rates levied by foreign 
governments. The increase in unit sales was 
largely due to gains in export markets and higher 
market shares in several European countries and 
Brazil. 

Earnings from operations in 1978 rose to $121 
million, an increase of 28 percent from $95 million 
in 1977. Approximately 40 percent of the earnings 
gain resulted from higher unit volumes, with the 
remainder attributable to higher selling prices 
which were sufficient to offset higher manufac¬ 
turing costs and increased marketing expenses. 


International Tobacco 
Earnings from Operations 

(Dollars in Millions) 
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Foods and Beverages 

The Company manufactures and sells food and 
beverage products domestically and inter¬ 
nationally through the operations of its recently 
acquired subsidiary, Del Monte Corporation, and 
those of RJR Foods, Inc. Food products are 
distributed in about 60 countries and include Del 
Monte brand canned fruits and vegetables and 
fresh fruits, Hawaiian Punch beverages and drink 
mixes, Chun King Oriental-style foods, Patio 
Mexican-style frozen foods and Milk Mate milk 
additive. 

On February 1, 1979 the shareholders of Del 
Monte Corporation approved an Agreement and 
Plan of Merger under which Del Monte became a 
wholly-owned subsidiary of the Company on 
February 2, 1979. (See Note 13 to the Financial 
Statements.) Del Monte’s operating results since 
the merger date have been included in the 
Company’s consolidated results. 

Food and beverage sales in 1979 were $1.96 
billion, up from $281 million in 1978. Substantially 
all of the sales increase was due to the Del Monte 
merger. 


Earnings from operations in 1979 rose $109 
million to $128 million. All of this gain was due to 
the merger previously noted, as earnings from 
operations in existing RJR Foods lines decreased 
as a result of higher manufacturing and marketing 
costs which could not be fully recovered through 
price increases. Earnings from operations in 1979 
included a $10.6 million provision made during 
the fourth quarter for estimated expenses to be 
incurred in the initial phases of integrating the 
Company’s two foods operations, RJR Foods, 

Inc., and Del Monte Corporation. 

During 1978, food and beverage sales reached 
$281 million, a $12 million increase over the prior 
year. Accounting for the increase were modest 
volume improvements in the Chun King and Patio 
foods lines, the introduction of new products and 
higher selling prices in all lines. These volume 
and price increases were sufficient to offset 
volume declines in other lines, principally 
Hawaiian Punch Ready-to-Drink and Presweet¬ 
ened Drink Mix. Several factors, most notably 
competition from new market entries and in¬ 
creased competition from the soft drink industry, 
contributed to the Hawaiian Punch volume 
declines. Earnings from operations in 1978 
declined $3.5 million, to $18.5 million, compared 
to the prior year. Contributing to this decline were 
higher materials costs, increased development 
and marketing costs for new products, increases 
in other operating expenses and the volume 
declines mentioned above. 






Foods and Beverages 
Sales 

(Dollars in Millions) 

217.1 264.5 268.7 281.0 1 , 962.1 
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Foods and Beverages 
Earnings from Operations 

(Dollars in Millions) 

21.0 20.5 22.0 18.5 127.5 
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Transportation 

The Company's containerized ocean freight 
transportation business is operated principally 
through its subsidiary, Sea-Land Service, Inc. 
Sea-Land, the world’s largest container shipping 
company, utilizes a fleet of specially designed 
containerships which operate through approxi¬ 
mately 130 ports in more than 50 countries and 
territories. 

Effective January 1, 1979, to conform with 
industry practice, the company reclassified 
certain revenue reduction items to expenses. The 
change increased both revenues and expenses 
by the same amount and had no effect on earn¬ 
ings. All prior periods have been restated to 
reflect this change. 

Transportation revenues were $1.22 billion in 
1979, an 11 percent improvement over the prior 
year. The revenue increase was attributable to 
higher shipping volumes and rate increases, 
which were implemented to offset higher 
operating costs, especially fuel. Earnings from 
operations during 1979, however, declined to $58 
million from $119 million in 1978. Earnings 
declined because freight rates continued soft 
overall, and the company was not able to offset 
sharply higher normal vessel and terminal 
operating expenses. 


On November 9,1979 the Company an¬ 
nounced that an application had been filed with 
the U. S. Maritime Administration to trade in eight 
steam turbine powered SL-7 containerships. 
Discussions on this matter are currently in 
progress. 

Transportation revenues increased $163 
million to $1.1 billion in 1978. Approximately half 
of the increase over 1977 resulted from increased 
shipping volume, primarily during the fourth 
quarter of 1978, with higher rates accounting for 
the remainder. During October and November 
1977, a strike by the International Longshore¬ 
men’s Association stopped all containership 
operations on the United States East and Gulf 
coasts, significantly reducing shipping volume in 
the 1977 fourth quarter. 

Earnings from operations in 1978 rose to $119 
million, a $30 million increase over 1977. 
Improved rates in some service areas were not 
sufficient to compensate for increased overall 
operating costs, a large portion of which was due 
to unfavorable foreign currency fluctuations. 
Therefore, the increased earnings were prin¬ 
cipally due to the higher shipping volume 
discussed above. 


Transportation 

Revenues 

(Dollars in Millions) 

815.0 920.7 941.2 1 , 103.7 1 , 220.4 
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Transportation 
Earnings from Operations 

(Dollars in Millions) 

93.6 123.2 88.9 118.7 58.3 
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Energy 

The Company’s energy business, conducted 
principally through its subsidiary, Aminoil USA, 

Inc., is primarily engaged in the exploration for 
and development, production and sale of crude oil 
and natural gas. 

At year-end 1979 the company’s principal 
domestic producing properties were located 
onshore and offshore California, Louisiana and 
Texas. Most of the U.S. properties were acquired 
from Burmah Oil Company, Limited, on June 30, 
1976. In late December 1979, the company 
acquired the remaining 49 percent minority 
interest in Signal Petroleum, a Louisiana oil and 
gas producing concern. (See Note 13 to the 
Financial Statements.) Internationally, Aminoil has 
operating interests in Argentina and the Dutch 
North Sea. The company’s 1979 operating results 
did not include production from its operating 
interest as a member of the crude oil consortium 
in Iran, where oil supply agreements were 
unilaterally abrogated by the government of Iran 
during the latter part of 1978. 

Compared to 1978, sales in the energy 
business were down $76 million, or 11 percent, to . 
$628 million. The decrease was primarily due to 
the complete loss of production in Iran and the 
sale on January 1,1979 of a heating oil 
distribution business. (The 1978 results included 
sales of $237 million attributable to these 
operations.) 

Earnings from operations in 1979 were up $48 
million, to $66 million, when compared to the prior 
year. The gain was due to continued natural gas 
production increases, higher oil and gas prices 
associated with new domestic energy regulations 
and internal profit improvement programs. During 
the fourth quarter of 1979, the company adopted 


Energy 

Sales 

(Dollars in Millions) 


440.4 741.8 978.9 703.4 627.7 

$1000 



1975 1976 1977 1978 1979 


the last-in, first-out (LIFO) method of valuing 
certain product inventories which were previously 
valued using the first-in, first-out (FIFO) method. 
The change, which was made to more closely 
match current costs with current revenues, had 
the effect of decreasing earnings from operations 
by $3.8 million in 1979. 

Sales of $703 million in this business for 1978 
were down $276 million, or 28 percent, compared 
to 1977. This decrease was principally due to the 
1977 nationalization of the company’s oil 
business in Kuwait and in the Divided Zone 
between Kuwait and Saudi Arabia. Sales were 
also negatively affected by events in Iran, where 
political unrest caused production to be in¬ 
terrupted frequently in the fourth quarter. 

Earnings from operations rose to $17 million in 
1978, an 18 percent increase from the prior year. 
This increase was due to domestic oil and natural 
gas price increases, higher production volumes of 
domestic natural gas, settlement of an oil pricing 
dispute with the Argentine government covering 
the period from October 1976 to May 1978 and 
lower charges against earnings for exploration 
costs. These factors more than offset the loss of 
Kuwait earnings, decreased production volumes 
of domestic crude oil and increased operating 
expenses. 

Total sales in the energy business in 1977 were 
$979 million, up $237 million, or 32 percent, from 
$742 million in 1976. The 1977 sales included the 
first full-year results of the Burmah Oil properties 
acquired on June 30, 1976. This difference 
accounted for substantially all of the 1977 sales 
increase and was more than sufficient to offset 
the sales loss resulting from the nationalization of 
the Kuwait operations noted above. Earnings from 
operations in 1977 were $15 million, a decrease 
of 60 percent from 1976. The decline resulted 
mainly from increased provisions for higher 
royalty and tax assessments relating to the 
Kuwait operations prior to the nationalization. 


Energy 

Earnings from Operations 

(Dollars in Millions) 

64.1 36.2 14.6 17.2 65.5 
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Packaging Products 

RJR Archer, Inc., the Company’s packaging 
products subsidiary, is principally engaged in the 
manufacture and marketing of printed and 
unprinted packaging materials for consumer 
goods and industrial applications. Approximately 
one-half of Archer’s sales consists of packaging 
materials sold to the Company’s tobacco 
businesses. 

On January 2, 1979 the company sold its 
aluminum casting and rolling business in Hun¬ 
tingdon, Tennessee. The gain realized on the sale 
of this operation is not included in 1979 earnings 
from operations, but has been reported separately 
as a “nonrecurring gain.’’ Sales of the Huntingdon 
operations were $33 million in 1978 and earnings 
from operations were $1.5 million. 

RJR Archer sales in 1979 were $185 million, a 
decrease of $11 million, or 5.4 percent, from 1978. 
The sales decline was attributable to the volume 
loss resulting from the sale of the Huntingdon 
operations discussed above. Higher selling 
prices, along with improved volumes in most 
continuing operations, were not sufficient to 
compensate for the volume loss of the operation 
sold. Earnings from operations for 1979 were 
$15.3 million, down $3.3 million, or 18 percent, 
from the previous year. The higher selling prices 
were not sufficient to offset increased raw 
materials and production costs. This factor, along 
with the loss of operating earnings from the sale 
of the operation previously noted, was primarily 
responsible for the decline. 



Packaging Products 

Sales 

(Dollars in Millions) 
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RJR Archer sales in 1978 of $196 million were 
slightly ahead of the prior year amount of $192 
million. Higher selling prices and volume gains in 
several divisions were sufficient to offset the 
volume loss resulting from the sale at year-end 
1977 of its consumer division, which manufac¬ 
tured and sold ribbon and gift wrap. Sales of the 
consumer division were $24 million in 1977 and 
earnings from operations were $2.3 million. 
(Approximately $1.9 million of the 1977 earnings 
from operations was attributable to the liquidation 
of LIFO inventories.) 

Earnings from operations in 1978 increased 
$1.2 million, to $18.6 million, as a result of the 
higher selling prices mentioned above. These 
higher selling prices were sufficient to offset 
increased raw materials costs, increases in other 
operating expenses and the loss of operating 
earnings due to the sale of the consumer division. 


Packaging Products 
Earnings from Operations 

(Dollars in Millions) 
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Interest and Debt Expense 

Interest and debt expense in 1979 was $126 
million, a $54 million increase over the prior year. 
This increase was principally attributable to the 
Del Monte merger and higher short-term interest 
rates. 

The weighted average annual short-term 
interest rate (aggregate short-term interest 
expense as a percentage of the daily average 
balance of interest-bearing short-term debt) was 
14.4 percent in 1979. 

Interest and debt expense for the years 1978, 

1977,1976 and 1975 was $71 million, $84 million, 
$70 million and $56 million, respectively. The 
decrease in 1978, when compared to 1977, was 
principally due to lower levels of average short¬ 
term borrowings and the repurchase in 
September 1977 of a production payment 
previously sold to a group of banks in 1976 as part 
of the financing of the acquisition of the Burmah 
Oil properties on June 30, 1976. The increases in 
1977 and 1976 resulted primarily from the interest 
on the debt incurred to finance that acquisition. 

Provision for Income Taxes 

The provision for income taxes, as a percent¬ 
age of earnings before taxes, was 45.8 percent in 
1979 compared to 48.3 percent in 1978, 46.4 
percent in 1977, 48.8 percent in 1976 and 50.7 
percent in 1975. The lower effective tax rate in 
1979 resulted primarily from a reduction of the 
statutory U.S. federal corporate income tax rate 
from 48 percent to 46 percent and the inclusion of 
Del Monte’s foreign earnings, which are taxed at 
rates lower than the U.S. federal corporate 
income tax rate. The low 1977 rate, when 
compared to 1976 and 1975, resulted from the 
recognition in the 1977 fourth quarter of a $55 
million nonrecurring gain related to the Com¬ 
pany’s nationalized oil business in Kuwait that had 
no tax effect. 


Capital Expenditures 

Capital expenditures in 1979 were $684 million, 
compared to $383 million in 1978 and $285 
million in 1977. The higher expenditures in 1979 
were attributable primarily to investment in the 
Company’s transportation business, principally 
for ship construction, and increased exploration 
and development in the energy business. 

In the domestic and international tobacco 
businesses, capital expenditures during the year 
were $78 million. Approximately three-fourths of 
this amount was spent in the domestic tobacco 
business, principally for replacement of manufac¬ 
turing equipment and tobacco processing and 
storage facilities. The company has also com¬ 
menced construction of a new central distribution 
center and expansion of its research and 
development facilities in Winston-Salem, North 
Carolina. 

Capital expenditures in the foods and 
beverages business amounted to $71 million in 

1979, principally for modernization of food 
processing operations. 

Transportation capital expenditures in 1979 
were $276 million. Substantially all of this amount 
was spent for vessels, containers and other 
marine equipment. On July 31,1979 the company 
christened the first of its 12 new diesel-powered 
D-9 class containerships, which are part of the 
major modernization program announced in 1978. 
All of the D-9s to be constructed under this 
program are expected to be placed in service in 

1980. Total expenditures for this program in 1979 
were $166 million. 



Capital Expenditures and Depreciation 

(Dollars in Millions) 
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Exploration and development spending in the 
energy business was $261 million in 1979. 
Approximately $25 million of this amount 
represented evaluation and exploration costs 
which were charged against earnings during the 
year. Substantially all of the energy expenditures 
related to exploration for and develbpment of 
domestic energy sources. 

During 1979, $10 million was invested in the 
packaging products business. Over one-third of 
this amount was for a new packaging film 
manufacturing plant in Huntsville, Alabama. The 
remainder was primarily for plant and equipment 
additions to support the flexible packaging 
business. 

Capital expenditures are projected to total 
approximately $2 billion over the next three years. 
Of this amount, about $700 million is estimated to 
be invested in the energy business, $600 million 
in the transportation business, $400 million in the 
domestic and international tobacco businesses 
and about $300 million in other operations. 

Cash Flow from Operations 

Cash flow provided by operations was $977 
million in 1979 and has totaled almost $3.5 billion 
over the past five years. The domestic tobacco 
business has provided almost half of this five-year 
total, although significant contributions have been 
made during this period by the Company’s trans¬ 
portation business ($785 million) and energy 
business ($589 million). 

Management considers cash flow provided by 
operations to be an important measure of the 
financial strength of the Company. For this 
reason, the lines of business data starting on 
page 51 of this report include information on cash 
flow from operations for each of the Company’s 
businesses. 



Cash Flow from Operations, 
Capital Expenditures and 
Cash Dividends Paid 

(Dollars in Millions) 

I Cash Flow From Operations 
Capital Expenditures 
H Cash Dividends Paid 


$1200 


1000 



1975 1976 1977 1978 1979 


Capital Employed 

Long-term debt (including current maturities) at 
year-end totaled $1.1 billion, a $271 million 
increase over 1978. The increase was principally 
attributable to the Del Monte merger. 

Short-term debt was $395 million at year-end, 
an increase of $321 million over the prior year. 
The increase primarily reflects higher seasonal 
borrowings related to Del Monte Corporation and 
the higher level of capital expenditures in 1979. 

In February 1979 a new Series A Cumulative 
Preferred Stock having a total value of $342 
million was issued in connection with the Del 
Monte merger. (See Notes 9 and 13 to the 
Financial Statements.) 

At December 31, 1979 and 1978, total long¬ 
term debt as a percentage of total capital (the 
sum of total long-term debt, preferred stocks and 
common stockholders’ equity) was 24 percent 
and 23 percent, respectively, and has averaged 
25 percent for the last five years. (At December 
31,1979 the sum of total long-term debt and the 
new Series A Cumulative Preferred Stock, which 
is redeemable over a seven-year period begin¬ 
ning in 1985, as a percentage of total capital was 
32 percent.) 

For the year ended December 31,1979 the 
Company received $31 million from the conver¬ 
sion of 1,402,898 shares of the $2.25 Convertible 
Preferred Stock into 4,208,665 shares of Common 
Stock. These proceeds were added to the 
Company's general funds. 


Total Capital and Return on Average 
Total Capital 

(Dollars in Billions) 

8 Common Stockholders’ Equity 
Preferred Stocks 

■ Long-term Debt Including Current Maturities 

15 . 9 % 14 . 2 % 14 . 7 % 14 . 3 % 15 . 6 % 

$ 5.0 



1975 1976 1977 1978 1979 
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Dividends and Stock Prices 

In the fourth quarter of 1979 the Company 
increased the quarterly dividend on Common 
Stock from 4772 cents to 5272 cents per share. 
The dividend payment per common share has 
increased each year for the past 26 years except 
for 1971, when the Company was prevented from 
making dividend increases because of federal 
economic guidelines. Dividends have been paid 
for 80 consecutive years. 

On October 18, 1979 the Company declared a 
two-for-one split of the Common Stock effective 
November 14, 1979. (See Note 10 to the Financial 
Statements.) All per share amounts shown herein 
have been restated (based on the increased 
number of shares outstanding) to give effect to 
this stock split. During 1979, dividends declared 
on the common and preferred stocks totaled a 
record $224.7 million. 

Since the issuance of the $2.25 Convertible 
Preferred Stock in May 1969 and the Series A 
Cumulative Preferred Stock in February 1979, the 
Company has paid the regular quarterly dividend 
at the rate of 5674 cents and $1.025 per share, 
respectively. The following table sets forth the 
dividends paid per share of Common Stock and 
the high and low sales prices of the Common 
Stock, the $2.25 Convertible Preferred Stock and 
the Series A Cumulative Preferred Stock during 
the last two years: 


$2.25 Convertible 


Series A 
Cumulative 



Common Stock 

Preferred Stock 

Preferred Stock 

Quarters 

Dividends 

Market Price 
(High-Low) 

Market Price 
(High-Low) 

Market Price 
(High-Low) 

1979 

First 

$ .47V 2 

29% - 27% 

66% - 60 

49%- 477s 

Second 

.47V 2 

29% - 27% 

66 -61% 

50 3 A- 49% 

Third 

.47V 2 

32% - 28V4 

75 -63 

507b- 487b 

Fourth 

.52% 

36 -30% 

83 - 70% 

49%- 46 

Year 

$1.95 

36 -27V* 

83 - 60 

5074- 46 

1978 

First 

$ ,43 3 /4 

29 3 /4 - 26% 

6674 - 5672 

— 

Second 

. 43 % 

31% - 26 3 /4 

72 - 5874 

- 

Third 

. 43 % 

327 2 - 2774 

75 - 59 3 /4 

- 

Fourth 

.47 V.2 

3174- 2774 

707 2 - 6274 

- 

Year 

$1.78 3 /4 

327 2 - 267s 

75 -567 2 











Net Earnings Per Fully Diluted 
Common Share and Dividends Per 
Common Share 

(Dollars) 

Dividends Per Common Share 
■ Net Earnings Per Fully Diluted Common Share 


1.465 3.35 1.565 3.44 1.6675 4.10 1.7875 4.29 1.95 5.05 



1975 1976 1977 1978 1979 
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R.J.Reynolds Industries, Inc. 

Consolidated 
Financial Statements 

Years Ended December 31,1979 and 1978 

The Summary of Significant Accounting 
Policies below, the Notes to Consolidated Finan¬ 
cial Statements on pages 40 through 48, the Lines 
of Business and Geographic Data for 1979 and 
1978 on pages 51 through 54, the Inflation 
Accounting Data on pages 55 through 58, and the 
Oil and Gas Data on pages 59 and 60 are integral 
parts of the accompanying financial statements. 




Summary of Significant 
Accounting Policies 

This summary of significant accounting policies 
is presented to assist in understanding the 
Company’s financial statements included in this 
report. These policies conform to generally 
accepted accounting principles and have been 
consistently followed by the Company in all 
material respects. 

Consolidation 

The Company includes in its consolidated 
financial statements the accounts of the parent 
and all subsidiaries. 

Inventories 

In all of the Company’s businesses, inventories 
are stated at the lower of cost or market; however, 
various methods are used for determining cost as 
described below. 

In the domestic tobacco and packaging 
products businesses, the cost of inventories, 
including supplies and manufactured products, is 
determined principally by the LIFO method. (See 
Note 3.) Inventory costs in the international 


tobacco business are determined under various 
methods, principally LIFO and average cost. In 
accordance with recognized trade practice, leaf 
tobacco inventories are classified as current 
assets, notwithstanding the fact that stocks of 
tobacco must be carried for more than one year 
for purposes of curing. 

In the foods and beverages business, the LIFO 
method is used to determine the cost of domestic 
canned foods, dried fruit and tin plate inventories. 
The cost of most remaining inventories is 
determined using the FIFO and weighted average 
methods. 

The cost of materials and supplies used in the 
transportation business is determined by the FIFO 
method. 

During 1979, the energy business adopted the 
LIFO method for determining the cost of certain 
product inventories. This change did not have a 
material effect on the Company's consolidated 
financial statements. The cost of the remaining 
inventories is determined by the FIFO and 
average cost methods. 















Exploration and Development Costs 

The Company follows the “successful efforts” 
method of accounting for exploration and devel¬ 
opment costs incurred in oil and gas producing 
activities in accordance with the provisions of 
Statement of Financial Accounting Standards 
No. 19. 

Depreciation, Depletion and Amortization 

Except as noted below, properties and equip¬ 
ment in all businesses are depreciated using the 
straight-line method. Those assets acquired prior 
to January 1, 1977 which are used in the 
Company’s domestic manufacturing businesses 
are depreciated using principally accelerated 
methods. The straight-line method of depreciation 
was adopted for assets acquired by these 
businesses after 1976 to conform with the 
depreciation method previously applied to the 
majority of the Company’s assets and with 
general industry practice. 

Depreciation, depletion and amortization of 
capitalized costs in the energy business are 
computed in accordance with the provisions of 
Statement of Financial Accounting Standards 
No. 19. 

In all businesses, renewals, conversions or 
betterments which add materially to the value or 
useful lives of property are charged to property, 
plant and equipment accounts. 

When assets are sold or otherwise disposed of, 
the costs and related accumulated depreciation, 
depletion and amortization amounts are removed 
from the accounts and any gain or loss is 
included in income. 

Intangible Assets 

The excess of cost over net assets of 
businesses acquired subsequent to October 31, 
1970 is being amortized over periods not ex¬ 
ceeding 40 years. Generally, amounts recorded 
prior to that date are not being amortized, but are 
adjusted through charges against earnings if the 
Company believes permanent impairment of the 
value of these assets has occurred. 

Trademarks and other intangible assets are 
generally being amortized on a straight-line basis 
over a 40-year period. 


Sales and Revenues 

Sales of products, which include certain excise 
taxes (see Note 2), are recognized in income as 
customer shipments are made. Transportation 
revenues and related vessel voyage expenses 
are generally recognized at the commencement 
of a voyage. 

Other Income and Expense 

The Company includes in “Other income 
(expense), net” items of a financial nature, 
principally interest income. 

Income Taxes 

The Company uses the flow-through method in 
accounting for investment tax credits, whereby 
the provision for income taxes is reduced in the 
year the tax credits first become available, rather 
than deferring the credit over the life of the related 
asset. 

Earnings Per Share 

Primary earnings per share are determined by 
dividing net earnings applicable to Common 
Stock by the average number of common shares 
and equivalent common shares outstanding. 

Fully diluted earnings per share are calculated 
assuming that all shares of the $2.25 Convertible 
Preferred Stock outstanding during the year were 
converted into Common Stock at the beginning of 
the year and the conversion proceeds used to 
purchase treasury common shares at the higher 
of the average daily price or year-end closing 
price of the Common Stock. The preferred 
dividends paid on the Series A Cumulative 
Preferred Stock (see Note 9) are deducted from 
net earnings to determine net earnings applicable 
to Common Stock on a fully diluted basis. 

All earnings per share and related amounts 
reflect a two-for-one stock split. (See Note 10.) 
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R.J.Reynolds Industries, Inc. 

Consolidated Statements of Earnings and Earnings Retained 

For the Years Ended December 31 

(Dollars in Millions Except Per Share Amounts) 1979 1978 


Net sales and revenues. $8,935.2 $6,709.2 

Costs and expenses: 

Cost of products sold and operating expenses. 6,490.5 4,816.2 

Selling, advertising, administrative and general expenses. 1,358.1 _986.4 


Earnings from operations . 1,086.6 906.6 

Interest and debt expense. (125.8) (71.4) 

Other income (expense), net . 24.1 23.0 


984.9 858.2 

Foreign currency gains (losses). 10.2 (3.9) 

Nonrecurring gain. 22.1 — 


Earnings before provision for income taxes. 1,017.2 854.3 

Provision for income taxes. 466.3 412.4 


Net earnings . 550.9 441.9 

Less preferred dividends. 30.7 6.4 


Net earnings applicable to Common Stock. 520.2 435.5 

Earnings retained at beginning of year. 2,236.6 1,974.0 

Cash dividends on Common Stock. 194.0 172.9 


Earnings retained at end of year. $2,562.8 $2,236.6 


Net earnings per common share: 

Primary. $ 5.23 $ 4.51 

Fully diluted. 5.05 4.29 

Average number of common shares outstanding 

(in thousands): 

Primary. 99,521 96,629 

Fully diluted. 103,947 103,055 











































R.J.Reynolds Industries, Inc. 

Consolidated Balance Sheets 

December 31 

(JDoljars in Millions) _________^ 978 

ASSETS 
Current assets: 

Cash and short-term investments. $ 164.8 $ 114.3 

Accounts and notes receivable 

(less allowances of $27.4 and $12.2, respectively). 815.1 582.6 

Inventories.'. 2,178.9 1,421.1 

Prepaid expenses. 42.4 _ 22.9 

Total current asset s. 3,201.2 _ 2,140.9 

Property, plant and equipment - at cost . 4,111.3 3,266.6 

Less allowances for depreciation, depletion and amortization .. 1,327.3 _1,104.6 

Net property, plant and equipment. 2,784.0 2,162.0 

Cost in excess of net assets of businesses acquired. 162.0 164.8 

Other assets and deferred charges..._ 274.7 _ 147.8 

— $6,421.9 $4,615.5 


LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: 

Notes payable. $ 395.3 $ 74.3 

Accounts payable and accrued accounts . 883.0 558.3 

Current maturities of long-term debt . 87.0 65.2 

Income taxes accrue d . 119.3 _ 104.7 

Total current liabilities. 1,484.6_ 802.5 

Long-term debt (less current maturities). 988.9_ 740.0 

Other noncurrent liabilities. 183.5_ 107.0 

Deferred income taxes. 411.4_308.1 

Series A Cumulative Preferred Stock. 342.1_— 

$2.25 Convertible Preferred Stock. 13.6 28.4 


Common stockholders’ equity: 

Common Stock - net . 244.8 237.8 

Paid-in capital . 190.2 155.1 

Earnings retained. 2,562.8 _ 2,236.6 

Total common stockholders’ eq uity. 2,997.8 _ 2,629.5 

$6,421.9 $4,615.5 






























































R.J.Reynolds Industries, Inc. 

Consolidated Statements of Changes in Financial Position 

For the Years Ended December 31 


(Dollars in Millions ) 1979 1978 


Working capital was provided by: 

Operations: 

Net earnings. $ 550.9 $441.9 

Depreciation, depletion and amortization. 312.2 226.0 

Deferred income taxes. 72.0 58.6 

Other. 417 _ 32.6 

Total from operations. 976.8 759.1 

Proceeds from long-term debt. 165.6 43.5 

Proceeds from issuance of Company’s stocks. 388.8 9.5 

Other (principally disposals of property, 

plant and equipment) . 70.6 28.2 

1,6018 840.3 


Working capital was used for: 

Net increase in long-term assets from 

acquisition of Del Monte Corporation. 167.7 — 

Capital expenditures. 684.3 383.4 

Cash dividends. 224.7 179.3 

Long-term debt becoming currently payable . 114.9 79.8 

Retirement of $2.25 Convertible Preferred Stock 

upon conversion. 14.8 3.1 

Other. 1^2_3579 

1,223.6 _6815 

Increase in working capital. $ 378.2 $158 8 


Analysis of change in working capital: 

Increase (decrease) in current assets: 

Cash and short-term investments. 

Accounts and notes receivable. 

Inventories. 

Prepaid expenses. 

Decrease (increase) in current liabilities: 

Notes payable. 

Accounts payable and accrued accounts 
Current maturities of long-term debt.... 
Income taxes accrued. 


50.5 

$ 20.1 

232.5 

42.9 

757.8 

67.3 

19.5 

(9.9) 

(321.0) 

100.4 

(324.7) 

(3.9) 

(21.8) 

9.3 

(14.6) 

(67.4) 


Increase in working capital 


$ 378.2 


$158.8 
















































R.J.Reynolds Industries, Inc. 

Notes to Consolidated 
Financial Statements 

(Dollars In Millions Except Per Share Amounts) 

Note 1 

Accounting Reclassification 

Effective January 1, 1979, the Company 
reclassified to expense certain items in its 
transportation business which previously had 
been treated as direct reductions of revenues. 
This change was made to conform with general 
industry practice. The reclassification increased 
both revenues and expenses by the same amount 
and had no effect on earnings from operations or 
net earnings. All prior periods have been restated 
to reflect the reclassifications. 

Note 2 

Excise Taxes 

Net sales and revenues include excise taxes 
on tobacco and petroleum products as indicated 
in the following table: 



1979 

1978 

Domestic tobacco. 

International tobacco. 

Petroleum. 

$ 795.3 
993.1 
13.7 

$ 794.2 
858.3 

17.9 


$1,802.1 

$1,670.4 

t 

Note 3 

Inventories 

The major classes of inventory and the amount 
of each at December 31 were: 


1979 

1978 

Leaf tobacco. 

Manufactured products. 

Excise tax on 

manufactured products ....... 

Petroleum products. 

Raw materials. 

Expenditures on growing crops .. 
Other materials and supplies 

$1,057.4 

669.7 

82.9 

20.7 

211.7 

44.7 

91.8 

$1,078.7 

95.1 

79.4 

22.4 

56.0 

89.5 


$2,178.9 

$1,421.1 


At December 31,1979 and 1978, respectively, 
$1,387.7 million and $1,004.6 million of the 
inventory was valued by the last-in, first-out 
(LIFO) method. The balance of the inventory was 
valued by various other methods, principally first- 
in, first-out (FIFO). 


The current replacement value of inventories at 
December 31,1979 and 1978, was greater than 
the amounts at which these inventories were 
carried in the balance sheets by approximately 
$976.8 million and $838.4 million, respectively. 

Upon the merger with Del Monte Corporation 
on February 2, 1979 (see Note 13), Del Monte 
inventories valued under the LIFO method were 
written up to fair market value in accordance with 
current accounting rules. As a result, LIFO 
inventories included in the consolidated balance 
sheet as of December 31,1979 were valued at 
$95.5 million over the amount at which they were 
valued for tax purposes. The difference in the 
financial reporting and tax bases of LIFO 
inventories resulted in a $1.3 million increase in 
taxable earnings over reported earnings before 
taxes for the year ended December 31,1979. 

Note 4 

Property, Plant and Equipment 

Components of property, plant and equipment 
at December 31 are shown in the table below: 



1979 

1978 

Land and land improvements_ 

Buildings and leasehold 

$ 124.1 

$ 43.9 

improvements. 

391.0 

301.4 

Machinery and equipment. 

Vessels, containers and other 

866.7 

698.0 

marine equipment. 

Energy leasehold properties, 

1,396.7 

1,321.6 

related equipment 

and facilities. 

956.1 

759.5 

Construction-in-process. 

376.7 

142.2 


4,111.3 

3,266.6 

Less allowances for depreciation, 



depletion and amortization .... 

1,327.3 

1,104.6 

Net property, plant and 



equipment. 

$2,784.0 

$2,162.0 







































Note 5 

Long-term Debt 



December 31,1979 

December 31, 1978 

< 

Due Within 
One Year 

Due After 
One Year(d) 

Due Within 
One Year 

Due After 
One Year 

Long-term debt consists of the following: 

8V 2 % and 8 3 /4% Ship Mortgage Bonds, 
payable in Dutch guilders, with semi¬ 
annual sinking fund payments through 1981(a). 

. $17.9 

$ 8.9 

$17.3 

$ 25.9 

7%% Debentures, due February 1, 2001, 
with annual sinking fund payments beginning 
in 1982. 


100.0 


100.0 


7%% Debentures, with annual sinking fund payments 
through 1994 (reduced by $2.9 million and $5.0 
million of such debentures held by the Company on 
December 31, 1979 and 1978, respectively, for 


future sinking fund requirements). 

2.1 

70.0 

— 

75.0 

8% Debentures, due January 15, 2007, with 
semi-annual sinking fund payments 

beginning in 1988. 


150.0 


150.0 

8.9% Notes, due October 1, 1996, with 
annual prepayments beginning in 1981(b). 


100.0 

— 

100.0 

7V 2 % Notes, due November 18, 1982, with 
equal annual sinking fund payments 

through 1982 . 

32.0 

64.0 

32.0 

96.0 

7% Subordinated Debentures, due June 1, 1989, with 
annual sinking fund payments beginning in 1980 
(reduced by $1.7 million of such subordinated 
debentures held by the Company on December 31, 

1979 and 1978, for future sinking fund requirements). 


14.1 


14.1 

10’/4% Notes, payable annually 1981 through 1990 . 

— 

50.0 

— 

— 

Revolving credit agreements with banks, 
due January 31, 1982, with interest at 
prime rate through June 30, 1980 

and 102% of prime thereafter. 


112.0 



Exploration and development advances(c). 

5.5 

91.3 

0.6 

99.7 

Capitalized lease obligations. 

11.5 

79.6 

4.4 

32.7 

Other indebtedness with various interest rates 
and maturities. 

18.0 

149.0 

10.9 

46.6 


$87.0 

$988.9 

$65.2 

$740.0 


(a) The net book value of assets classified as vessels, containers and other marine equipment subject to the liens of ship 
mortgage bonds was $108.0 million at December 31, 1979 and $113.7 million at December 31, 1978. 

(b) Under the terms of the Company’s 8.9% Notes, dividend payments are generally limited to $150 million, plus net 
earnings after December 31, 1975. At December 31, 1979, $1.2 billion of earnings retained were unrestricted. 

(c) At December 31, 1979 the Company had $96.8 million of advances from certain gas pipeline companies (all of which 
were non-interest bearing) for the financing of exploration and development of various leases in the Gulf of Mexico in 
consideration for undertaking to execute gas purchase and sale agreements for future natural gas production. 

(d) The payment schedule of debt due after one year is as follows: 1981 - $128.7; 1982 - $234.6; 1983 - $69.5; 1984 - $45.6; 
1985 and later - $510.5. 




























Note 6 

Provision for Income Taxes 

The provision for income taxes consists of the 
following: 



1979 

1978 

Current: 



Federal . 

$304.1 

$284.4 

State. 

51.0 

40.7 

Foreign. 

39.2 

28.7 


394.3 

353.8 

Deferred: 



Federal . 

58.3 

50.9 

State . 

7.6 

4.5 

Foreign. 

6.1 

3.2 


72.0 

58.6 

Provision for income taxes. 

$466.3 

$412.4 


Deferred income tax expense results from 
timing differences in the recognition of revenue 
and expense for book and tax purposes. The 
sources of these differences and the tax effect of 
each were as follows: 



1979 

1978 

Excess of tax over 



book depreciation . 

$15.2 

$23.3 

Intangible drilling and 



development costs. 

49.9 

33.8 

Various other items. 

6.9 

1.5 

Deferred income taxes. 

$72.0 

$58.6 


The differences between the effective tax rates 
and the statutory U.S. federal income tax rates are 
explained as follows: 



1979 

1978 


Amount 

%of 

Pre-tax 

Income 

Amount 

%Of 

Pre-tax 

Income 

Income tax 
computed at 
statutory U.S. 
federal income 
tax rate. 

$467.9 

46.0% 

$410.1 

48.0% 

Taxes on foreign 
operations in excess 
of (less than) the 
statutory U.S. 
federal income 
tax rate. (21.9) 

(2.2) 

(9.6) 

(1.1) 

State taxes, net of 
federal benefit.... 

31.7 

3.1 

23.5 

2.8 

Investment 
tax credit. 

(18.7) 

(1.8) 

(18.5) 

(2.2) 

Miscellaneous 
items . 

7.3 

0.7 

6.9 

0.8 

Provision for 
income taxes. 

$466.3 

45.8% 

$412.4 

48.3% 


At December 31,1979 there were $429 million 
of accumulated and undistributed earnings of 
foreign subsidiaries and earnings of Domestic 
International Sales Corporations for which no 
provision for U.S. income taxes has been made. 
These undistributed earnings are intended to be 
reinvested indefinitely or received free of ad¬ 
ditional tax. 

There are a number of issues pending as a 
result of Internal Revenue Service audits. The 
resolution of these issues is not expected to have 
a material adverse effect on the Company’s 
financial statements. 




















































Note 7 

Nonrecurring Gain 

On January 2,1979 the Company sold its 
aluminum casting and rolling business in Hun¬ 
tingdon, Tennessee. The sale added $22.1 million 
to earnings before provision for income taxes. 

Note 8 

Commitments and Contingencies 

On June 1,1979 a Federal Grand Jury in the 
District of Columbia returned an indictment 
charging Sea-Land and six other major shipping 
companies with violating the antitrust laws in the 
ocean transportation of freight routed primarily 
between United States East Coast ports or the St. 
Lawrence Seaway and European-Atlantic ports, 
including Baltic and United Kingdom ports but 
excluding Iberian ports. On June 8,1979 each of 
the defendant shipping companies entered pleas 
of nolo contendere to the indictment and was 
fined. A fine in the amount of $1 million was 
imposed upon and paid by Sea-Land. Commenc¬ 
ing on June 4,1979, a number of civil antitrust 
actions, all but one of which purport to be class 
actions, have been filed in various federal courts 
against Sea-Land and other shipping companies 
charging a violation of the antitrust laws and 
seeking treble damages in unspecified amounts 
and attorneys’ fees and costs. As of February 1, 

1980 a total of 36 cases had been filed, each of 
which alleges a combination and conspiracy to fix 
prices for the shipment of freight in the same 
geographic area alleged in the indictment. These 
actions have been transferred to the U.S. District 
Court for the Southern District of New York for 
consolidated pretrial proceedings. Although the 
actions are in their early stages, management 
believes that it has meritorious defenses to the 
actions and regards it as unlikely that the ultimate 
outcome will have a material adverse effect on 
the Company’s financial position. The Company 
intends to defend the actions vigorously. 


On July 23,1979 the Company and the Kuwait 
government entered into an arbitration agreement 
concerning disputes arising from the nationaliza¬ 
tion on September 19,1977 of the Company’s oil 
business in that country and in the Divided Zone 
between Kuwait and Saudi Arabia. Three arbitra¬ 
tors have been appointed and the arbitration 
tribunal has held its organizational meeting. 
Management expects ultimately to be compen¬ 
sated for the consequences of this nationalization 
and regards it as unlikely that the amount of the 
Company’s obligations relating to the nationalized 
business will exceed such compensation. The 
amount of any ultimate gain or loss is indeter¬ 
minable at this time. However, the Company 
believes that the resolution of the foregoing will 
not have a material adverse effect on its financial 
statements. 

Through its international tobacco business, the 
Company has been involved in the sale of 
tobacco products to the government-owned 
tobacco monopoly in Iran. Accounts receivable 
outstanding from the monopoly totaled approxi¬ 
mately $43 million at December 31,1979, down 
from $66 million at December 31,1978. The 
Company is actively pursuing collection of the 
amounts outstanding. Management believes that 
continued civil unrest in Iran will not have a 
material adverse effect on the Company’s 
financial condition. 

There are certain other claims and pending 
actions against the Company and its subsidiaries 
which in the aggregate are not expected to have 
any material adverse effect on the Company’s 
financial statements. The Company had various 
capita! spending commitments totaling $351 
million at December 31,1979. For additional 
information concerning commitments and con¬ 
tingencies, see Notes 6 and 11. 















Note 9 

Series A Cumulative Preferred Stock 

In connection with the February 2,1979 merger 
with Del Monte Corporation (see Note 13), the 
Company issued 7,053,478 shares (authorized 
8,300,000 shares) of Series A Cumulative 
Preferred Stock (without par value), stated value 
of $48.50. The terms of the Preferred Stock 
provide for redemption by the Company, pursuant 
to a mandatory sinking fund, at a redemption price 
of $48.50 per share plus any accrued dividends, 
in an amount equal to approximately one-seventh 
of the amount of such shares issued in connec¬ 
tion with the merger in each year commencing on 
March 1,1985. The Company has the noncumu- 
lative option to double the amount redeemed 
pursuant to such mandatory redemption in any 
year. 

Each share of the Series A Cumulative 
Preferred Stock entitles the holder to receive 
cumulative dividends payable quarterly at the rate 
of $4.10 per share per annum in preference to 
dividends payable on any stock ranking junior to 
the Series A Cumulative Preferred Stock as to 
dividends and upon liquidation, and to receive 
$48.50 per share plus accrued dividends 
(whether or not earned or declared) before any 
distribution upon liquidation is made to holders of 
such junior stock. The Series A Cumulative 
Preferred Stock ranks senior to the Common 
Stock, and on a parity with the outstanding $2.25 
Convertible Preferred Stock, as to dividends and 
upon liquidation. 

Each share entitles the holder to three-quarters 
of one vote on all matters on which holders of the 
Common Stock have the right to vote, voting 
together with all other shares entitled to vote and 
not as a class. 

During 1979, dividends paid on the Series A 
Cumulative Preferred Stock amounted to $26.4 
million. 


Note 10 

Common Stock and 

$2.25 Convertible Preferred Stock 

On October 18, 1979 the Company’s Board of 
Directors authorized a two-for-one split of the 
Company’s Common Stock effective November 
14, 1979. As a result of the stock split, the stated 
value of the Common Stock was reduced from $5 
to $2.50 per share. The split had no effect on total 
common stockholders’ equity. The split resulted 
in a change in the conversion rate of each share 
of the $2.25 Convertible Preferred Stock from 1.5 
shares to 3 shares of Common Stock (see below). 
All references in the Consolidated Financial 
Statements to the number of common shares, 
earnings and dividend amounts per share, stock 
option data and other per share amounts have 
been restated to give effect to the stock split. 

Each share of the $2.25 Convertible Preferred 
Stock is convertible into three shares of the 
Company’s Common Stock on surrender of the 
preferred share and payment of $22 in cash. 
Upon conversion, the cash proceeds and the 
stated value of the converted preferred shares 
less the stated value of the common shares 
issued is credited to paid-in capital. The Com¬ 
pany may call for redemption of the $2.25 
Convertible Preferred Stock any time at $50 per 
share (aggregating $64.1 million at December 31, 
1979) plus accrued dividends to the redemption 
date. In the event of involuntary liquidation, 
holders of the $2.25 Convertible Preferred Stock 
are entitled to $10.57 per share plus accrued 
dividends. Of the authorized but unissued com¬ 
mon shares at December 31,1979, 3,848,484 
were reserved for conversion of 1,282,828 shares 
of the $2.25 Convertible Preferred Stock issued. 

Each share of the $2.25 Convertible Preferred 
Stock entitles the holder to receive cumulative 
dividends, payable quarterly, at the rate of $2.25 
per annum in preference to dividends payable on 
any stock ranking junior as to dividends and upon 
liquidation. Holders of this Preferred Stock 
generally have one-half vote per share on all 
matters voted upon by stockholders, except that 
upon liquidation, dissolution, merger, consolida¬ 
tion or sale of all or substantially all of the assets 
of the Company, these holders have one vote per 
share, voting together with all other shares 
entitled to vote and not as a class. 












1979 


1978 



Shares 

Amount 

Shares 

Amount 

$2.25 Convertible Preferred Stock - without par value 

($10.57 stated value - authorized 1,294,778 shares at 

December 31, 1979): 

Balance at beginning of year.. 

Shares converted into Common Stock . 

2,685,726 
(1,402,898) 

$ 28.4 
(14.8) 

2,978,618 

(292,892) 

$ 31.5 
(3.1) 

Balance at end of year. 

1,282,828 

$ 13.6 

2,685,726 

$ 28.4 

Common Stock - no par ($2.50 stated value - 
authorized 150,000,000 shares at 

December 31, 1979): 

Balance at beginning of year. 

97,369,276 

$243.4 

96,490,626 

$241.2 

Shares issued upon conversion of 
$2.25 Convertible Preferred Stock. 

4,208,665 

10.5 

878,650 

2.2 


101,577,941 

253.9 

97,369,276 

243.4 

Less Treasury Common Stock: 

Balance at beginning of year. 

(189,160) 

(5.6) 

(90,600) 

(2.8) 

Purchased . 

(154,510) 

(4.5) 

(98,666) 

(2.8) 

Sales upon exercise of stock options and SARs. 

32,696 

1.0 

106 

— 


(310,974) 

(9.1) 

(189,160) 

(5.6) 

Balance at end of year. 

101,266,967 

$244.8 

97,180,116 

$237.8 

Paid-in capital: 

Balance at beginning of year. 

Charges related to stock options exercised. 

Net proceeds from conversion of 
$2.25 Convertible Preferred Stock. 


$155.1 

(0.1) 

35.2 


$147.8 

7.3 

Balance at end of year. 


$190.2 


$155.1 


The Company has two stock option plans that 
provide for the granting of options to purchase 
shares of the Company’s Common Stock to 
certain officers and other employees. The option 
price is the average quoted market price on the 
date of the grant. Options granted that lapse or 
are canceled are added back to the shares 
authorized for future options. 

Under the Career Executive Stock Plan, the 
maximum number of shares of the Company’s 
Common Stock that may be granted is 1,200,000 
and individual grants are limited to 60,000 shares. 
The Plan permits the granting of both qualified 
options (prior to the Tax Reform Act of 1976) and 
nonqualified options (as defined in the Internal 
Revenue Code) that may run for periods of up to 
five years for qualified options and up to 10 years 
for nonqualified options. No option may be 
exercised prior to one year after the date of grant. 


Under the 1977 Stock Option Plan, the 
maximum number of shares of the Company’s 
Common Stock that may be granted is 2,500,000 
and individual grants are limited to 100,000 
shares. The options, which expire in 10 years, are 
exercisable in cumulative annual installments of 
25 percent of the optioned shares beginning one 
year from date of grant. The Plan also provides for 
granting stock appreciation rights (SARs) to 
holders of options under this Plan and the Career 
Executive Stock Plan. SARs may be exercised for 
stock, cash or any combination thereof. When 
SARs are exercised, the related stock options are 
surrendered and may not be granted again. The 
value of the SARs exercised is equal to the 
difference between the option price and the 
average quoted market price of the Company’s 
Common Stock on the date of exercise. 

Under both plans, no charges or credits to 
earnings are made at the time of either granting or 
exercising an option. Compensation expense is 
accrued for options with SARs over the period 
they become exercisable, based upon the 
amount by which the market value of the 
Company’s Common Stock exceeds the option 
price at the date of determination, and is adjusted 
in subsequent reporting periods for increases or 
decreases in the market value of the stock. 






































The following table summarizes the changes in 
options outstanding and related price ranges for 
shares of the Company’s Common Stock under 
options: 



1979 

1978 

Options: 

Outstanding at 
beginning of year .... 

1,888,892 

1,412,328 

Granted under 1977 

Stock Option Plan ... 

402,200 

541,100 

Options/SARs 
exercised . 

(284,392) 

(26,914) 

Canceled and 
surrendered. 

(148,650) 

(37,622) 

Outstanding at 
end of year. 

1,858,050 

1,888,892 

Price Ranges: 

Outstanding at 
beginning of year.... 

$21.72-$35.09 

$21,72-$35.09 

Granted under 1977 

Stock Option Plan ... 

31.72 

27.13- 30.47 

Options/SARs 
exercised (market prices 
ranged from $27.91-$35.63 


in 1979 and $26.28-$30.81 


in 1978) . 

21.72- 33.16 

21.72- 29.53 

Canceled and 
surrendered. 

28.78- 35.09 

21.72- 33.16 

Outstanding at 
end of year. 

$21.72-$34.38 

$21,72-$35.09 


At December 31, 1979 options were exercisable as to 
880,700 shares, compared with 1,011,068 shares at 
December 31, 1978. As of December 31, 1979 options for 
1,373,350 shares of the Company’s Common Stock were 
available for future grants. 


Note 11 
Leases 

Most of the Company’s leases are used in the 
transportation business, principally for vessels, 
truck terminals, port facilities and related equip¬ 
ment, and in the foods and beverages business, 
primarily for machinery, trucks, trailers and 
warehouses. Certain leases contain ordinary 
renewal options, although some container equip¬ 
ment leases provide for bargain renewal options 
extending over the economic life of the property. 
Some leases, principally those covering truck 
terminals and port facilities, contain escalation 
clauses based on the lessor’s operating costs. 
Certain port facility and equipment leases call for 
contingent rentals based on usage. Many of the 
Company’s leases are noncancelable operating 
leases relating to port facilities, trucks and trailers. 

Property, plant and equipment accounts at 
December 31 include the following amounts for 
capital leases: 



1979 

1978 

Buildings and leasehold 

improvements. 

Machinery and equipment. 

Vessels, containers and other 
marine equipment. 

$ 16.3 
30.0 

59.0 

$11.6 

8.6 

35.5 


105.3 

55.7 

Less allowances 
for amortization*. 

24.7 

15.5 


$ 80.6 

$40.2 


‘Lease amortization is included in depreciation expense. 
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At December 31,1979 the Company was 
obligated to make future minimum lease pay¬ 
ments as follows: 



Capital 

Leases 

Non¬ 

cancelable 

Operating 

Leases 

Total 

1980 . 

$ 20.0 

$ 66.9 

$ 86.9 

1981. 

17.9 

51.4 

69.3 

1982 . 

15.7 

45.5 

61.2 

1983 . 

12.3 

40.7 

53.0 

1984 . 

11.0 

32.0 

43.0 

Thereafter. 

81.5 

275.0 

356.5 

Total minimum 




lease payments. 

158.4 

$511.5 

$669.9 

Executory costs. 

(1.5) 



Amount representing 




interest . 

(65.8) 



Capitalized lease 




obligations (see Note 5). 

$ 91.1 




Minimum future sublease rentals receivable 
under capital leases and noncancelable operat¬ 
ing leases at December 31,1979 amounted to 
$7.0 million and $6.7 million, respectively. Rental 
expense for all operating leases, cancelable and 
noncancelable, consisted of: 



1979 

1978 

Minimum rentals. 

Contingent rentals. 

Sublease rental income. 

$160.9 

25.3 

(4.4) 

$107.0 

0.6 

(3.3) 


$181.8 

$104.3 



Note 12 
Pension Plans 

The Company provides retirement benefits for 
substantially all of its regular full-time employees 
through Company-administered plans and plans 
administered under collective bargaining 
agreements. 

Pension expense was $75 million in 1979 and 
$58 million in 1978. This increase resulted largely 
from the Del Monte merger. According to the most 
recent actuarial valuations, the value of vested 
benefits exceeded the assets of, and balance 
sheet accruals related to, certain Company- 
administered plans by $43 million and the 
aggregate unfunded prior service cost of all 
Company-administered plans was $309 million. 
The Company’s policy with respect to Company- 
administered plans is to fund pension costs 
accrued. Past service costs are amortized over a 
30-year period. 

The Company makes payments under the 
terms of various collective bargaining agree¬ 
ments to provide welfare benefits, including 
pension benefits, for covered employees. 









































Note 13 
Acquisitions 

On February 1,1979 the shareholders of Del 
Monte Corporation approved an Agreement and 
Plan of Merger under which Del Monte became a 
wholly-owned subsidiary of the Company on 
February 2, 1979. Under the terms of the merger, 
approximately 45 percent of the Del Monte capital 
stock was acquired for cash of $48.50 per share, 
and the remainder of the Del Monte capital stock 
was converted on a share-for-share basis into a 
new Series A Cumulative Preferred Stock of the 
Company. (See Note 9.) The total cost of the 
merger, which was accounted for as a purchase, 
was approximately $618 million. The consolidated 
results of operations of the Company include the 
operations of Del Monte from the date of the 
merger. 

The unaudited pro forma combined results of 
operations shown in the following table assume 
that the Del Monte merger had taken place on 
January 1,1978 and that the cash portion of the 
purchase price had been borrowed at the short¬ 
term interest rates prevailing during the respec¬ 
tive periods. 



1979 

1978 

Net sales and revenues. 

$9,057.3 

$8,345.5 

Net earnings . 

Net earnings per common share: 

551.7 

483.5 

Primary. 

5.21 

4.64 

Fully diluted. 

5.03 

4.41 


The effects of the Del Monte merger on the 
Consolidated Statement of Changes in Financial 
Position are shown in the following table: 


_1979 

Acquisition: 

Property, plant and equipment. $ 301.4 

Other assets. 953.3 

Liabilities assumed . (637.1) 

Total cost of acquisition. 617.6 

Less working capital at date of acquisition.. 449.9 

Net increase in long-term assets. $ 167.7 


On December 17,1979 the Company acquired, 
for cash of $25 million, the remaining 49 percent 
minority interest in Signal Petroleum, a Louisiana 
oil and gas producing concern. Consolidated 
operating results since December 17, 1979 
include the effects of this acquisition, which did 
not have a material effect on the Company’s 
consolidated financial statements. 


Note 14 

Quarterly Results of Operations (Unaudited) 

The following is a summary of the unaudited 
quarterly results of operations for the years ended 
December 31,1979 and 1978: 



First 

Second 

Third 

Fourth 

1979 

Net sales and 





revenues. 

$1,970.0 

$2,248.4 

$2,228.8 

$2,488.0 

Earnings from 





operations. 

233.6 

267.3 

284.8 

300.9 

Net earnings. 

Net earnings 
per common 
share: 

131.4 

136.9 

147.6 

135.0 

Primary. 

1.29 

1.30 

1.38 

1.26 

Fully diluted.... 

1.23 

1.25 

1.35 

1.22 

1978 

Net sales and 





revenues . 

$1,584.4 

$1,715.9 

$1,674.4 

$1,734.5 

Earnings from 





operations. 

202.7 

217.2 

234.7 

252.0 

Net earnings. 

Net earnings 
per common 
share: 

95.0 

111.8 

113.1 

122.0 

Primary. 

.97 

1.14 

1.15 

1.25 

Fully diluted.... 

.92 

1.09 

1.09 

1.19 


The 1979 results of operations include the operations of 
Del Monte Corporation since February 2, 1979. (See Note 
13.) Included in the first quarter of 1979 is a nonrecurring 
gain of $9.4 million (9 cents per fully diluted share). 





































Report of Ernst & Whinney, 
Independent Auditors 


R.J. Reynolds Industries, Inc. 
Its Directors and Stockholders 


We have examined the consolidated balance 
sheets of R.J. Reynolds Industries, Inc. and 
subsidiaries as of December 31,1979 and 1978, 
and the related consolidated statements of 
earnings and earnings retained and changes in 
financial position for the years then ended. Our 
examinations were made in accordance with 
generally accepted auditing standards and, 
accordingly, included such tests of the account¬ 
ing records and such other auditing procedures 
as we considered necessary in the circum¬ 
stances. We did not examine the 1979 financial 
statements of Del Monte Corporation, a con¬ 
solidated subsidiary, which statements reflect 
total assets and revenues approximating 
20 percent of the related consolidated totals. 
These statements were examined by other 
auditors whose unqualified report thereon has 
been furnished to us and our opinion expressed 
herein, insofar as it relates to the amounts 
included for Del Monte Corporation, is based 
solely on the report of the other auditors. 

In our opinion, based upon our examinations 
and the report of other auditors, the financial 
statements referred to above present fairly the 
consolidated financial position of R.J. Reynolds 
Industries, Inc. and subsidiaries at December 31, 
1979 and 1978, and the consolidated results of 
their operations and the changes in their con¬ 
solidated financial position for the years then 
ended, in conformity with generally accepted 
accounting principles applied on a consistent 
basis. 



Winston-Salem, North Carolina 
February 12,1980 
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R.J.Reynolds Industries, Inc. 

Selected Five-Year Statistics 

For the Years Ended December 31 


(Dollars in Millions Except Per Share Amounts) 

1979 

1978 

1977 

1976 

1975 

Total current assets. 

$3,201.2 

$2,140.9 

$2,020.5 

$2,009.0 

$1,697.4 

Total current liabilities . 

1,484.6 

802.5 

840.9 

980.3 

714.4 

Current assets/current liabilities. 

2.2 

2.7 

2.4 

2.0 

2.4 

Total assets. 

$6,421.9 

$4,615.5 

$4,334.0 

$4,289.6 

$3,307.1 

Return on average 

total assets (1). 

11.1% 

10.7% 

10.8% 

10.2% 

11.4% 

Long-term debt (including 
current maturities). 

$1,075.9 

$ 805.2 

$ 842.7 

$ 974.8 

$ 489.9 

Preferred stocks. 

Common stockholders’ 

355.7 

28.4 

31.5 

44.6 

51.2 

equity. 

2,997.8 

2,629.5 

2,360.2 

2,066.3 

1,847.2 

Total capital. 

. $4,429.4 

$3,463.1 

$3,234.4 

$3,085.7 

$2,388.3 

Return on average 

total capital (2) . 

Total long-term debt as a 

15.6% 

14.3% 

14.7% 

14.2% 

15.9% 

percentage of total capital (3). 

24.3% 

23.3% 

26.1% 

31.6% 

20.5% 

Dividends on common and 






preferred stocks. 

$ 224.7 

$ 179.3 

$ 166.7 

$ 153.9 

$ 142.9 

Dividends per common share. 

1.95 

1.7875 

1.6675 

1.565 

1.465 

Dividend payout percentage (4). 

Common Stock price range: 

,37.3% 

39.7% 

38.3% 

41.9% 

40.2% 

High . 

$ 36 

$ 32% 

$ 35% 

$ 34 Vs 

$ 30% 

Low . 

27V» 

26% 

29 

27 y 2 

24% 

Net earnings as a percentage 






of net sales and revenues. 

6.2% 

6.6% 

6.6% 

6.1% 

6.9% 

Return on average common 






stockholders’ equity. 

18.5% 

17.5% 

18.8% 

17.5% 

19.0% 

Book value per common share. 

$ 29.60 

$ 27.06 

$ 24.48 

$ 22.27 

$ 20.33 

Number of stockholders 

at year-end. 

Number of employees at 

114,280 

111,580 

113,827 

117,421 

121,398 

year-end. 

79,487 

37,346 

36,705 

37,296 

34,666 

(1) Net earnings plus after-tax interest and debt expense divided by average total assets. 



(2) Net earnings plus after-tax interest and debt expense divided by average total capital. (Total capital is the sum of total 
long-term debt, preferred stocks and common stockholders’ equity.) 


(3) At December 31,1979 the sum of total long-term debt and the new Series A Cumulative Preferred Stock as a percentage 
of total capital was 32 percent. 


(4) Total dividends on Common Stock as a percentage of net earnings applicable to Common Stock. 










































R.J.Reynolds Industries, Inc. 

Lines of Business Data 


(Dollars in Millions) 

1979 

1978 

1977 

1976 

1975 


For the Years Ended December 31 


Capital Expenditures 


Domestic tobacco. 

International tobacco .... 
Foods and beverages .... 

Transportation . 

Energy. 

Packaging products. 

Corporate. 


$ 51.5 

26.3 

71.4 
275.7 
236.3 

10.2 

12.9 

$ 45.8 

22.4 
5.5 

163.1 

130.1 
5.5 

11.0 

$ 50.6 

18.1 
2.9 
77.0 
101.6 
5.3 
29.1 

$ 59.2 

23.6 
7.1 

39.7 
62.4 

10.8 
18.9 

$ 44.8 
28.3 
10.6 
74.0 
26.5 
11.0 
1.5 

Consolidated capital 

expenditures. 


. . $ 684.3 

$ 383.4 

$ 284.6 

$ 221.7 

$ 196.7 

At December 31 

Assets 

Domestic tobacco. 


... $1,278.3 

$1,312.2 

$1,212.8 

$1,228.4 

$1,098.4 

International tobacco_ 


744.9 

670.4 

615.7 

582.0 

548.9 

Foods and beverages_ 


1,557.8 

152.7 

153.7 

146.1 

126.9 

Transportation . 


1,431.1 

1,227.9 

1,134.1 

1,130.2 

1,169.0 

Energy. 


1,052.6 

921.8 

883.8 

891.9 

146.4 

Packaging products. 


64.3 

79.8 

93.1 

90.7 

78.7 

Corporate. 


292.9 

250.7 

240.8 

220.3 

138.8 

Consolidated assets . 


$6,421.9 

$4,615.5 

$4,334.0 

$4,289.6 

$3,307.1 


Identifiable assets include both assets directly identified with the specific line of business and an allocable share of jointly 
used assets. All cash and security investments are included in corporate assets. 

Management’s Discussion and Analysis, which starts on page 25 of this report, includes a description of the various lines of 
business. 

































R.J.Reynolds Industries, Inc. 

Lines of Business Data 


(Dollars in Millions) 


1979 


1978 


1977 


1976 


1975 


For the Years Ended December 31 
Net Sales and Revenues 


Domestic tobacco. 

. $3,182.7 

$2,944.4 

$2,759.0 

$2,565.8 $2,361.1 

International tobacco. 

_ 1,850.7 

1,556.0 

1,358.4 

1,205.3 

960.3 

Foods and beverages. 

_ 1,962.1 

281.0 

268.7 

264.5 

217.1 

Transportation . 

1,220.4 

1,103.7 

941.2 

920.7 

815.0 

Energy. 

627.7 

703.4 

978.9 

741.8 

440.4 

Packaging products 






- outside. 

98.0 

121.5 

125.6 

114.4 

90.6 

- intersegment. 

87.1 

74.2 

66.5 

61.5 

54.4 

Other (principally 






intersegment eliminations). 

(93.5) 

(75.0) 

(66.8) 

(61.9) 

(54.4) 

Consolidated net sales 






and revenues . 

.... $8,935.2 

$6,709.2 

$6,431.5 

$5,812.1 $4,884.5 

Earnings from Operations 






Domestic tobacco. 

.... $ 719.8 

$ 651.4 

$ 605.8 

$ 549.2 $ 500.2 

International tobacco. 

143.8 

121.0 

94.5 

60.5 

41.1 

Foods and beverages. 

127.5 

18.5 

22.0 

20.5 

21.0 

Transportation . 

58.3 

118.7 

88.9 

123.2 

93.6 

Energy. 

65.5 

17.2 

14.6 

36.2 

64.1 

Packaging products. 

15.3 

18.6 

17.4 

13.8 

10.0 

Other (principally 






corporate expense). 

(43.6) 

(38.8) 

(29.2) 

(23.8) 

(18.8) 

Consolidated earnings 






from operations . 

.... $1,086.6 

$ 906.6 

$ 814.0 

$ 779.6 $ 711.2 


In the table above, sales and revenues by line of business include both sales and revenues to unaffiliated customers and 
intersegment sales, which are accounted for at prices comparable to unaffiliated customer sales. 

Earnings from operations by line of business are earnings before interest and debt expense, other income and expense 
(mainly items of a financial nature), foreign currency gains (losses), general corporate expenses, nonrecurring gains and 
the provision for income taxes. 






































R.J.Reynolds Industries, Inc. 

Lines of Business Data 


(Dollars in Millions) 

1979 

1978 

1977 

1976 

1975 

For the Years Ended December 31 

Depreciation, Depletion and 

Amortization Expense 

Domestic tobacco .. 

$ 37.6 

$ 36.4 

$ 32.1 

$ 27.3 

$ 19.5 

International tobacco. 

15.9 

16.5 

21.3 

14.4 

17.1 

Foods and beverages. 

31.6 

3.5 

3.7 

3.6 

2.8 

Transportation . 

94.2 

89.5 

83.9 

80.9 

75.2 

Energy. 

124.6 

71.1 

75.9 

44.7 

13.6 

Packaging products. 

3.4 

4.1 

4.4 

3.7 

2.7 

Corporate. 

4.9 

4.9 

1.9 

0.6 

0.9 

Consolidated depreciation, depletion 

and amortization expense. 

$312.2 

$226.0 

$223.2 

$175.2 

$131.8 

Cash Flow from Operations 

Domestic tobacco . 

$433.6 

$370.5 

$338.6 

$289.9 

$281.3 

International tobacco. 

96.5 

85.1 

77.1 

50.7 

25.7 

Foods and beverages. 

126.2 

11.9 

14.4 

13.7 

13.3 

Transportation . 

148.6 

166.1 

148.8 

164.9 

156.7 

Energy. 

198.9 

135.6 

117.4 

89.6 

47.1 

Packaging products. 

12.7 

14.1 

14.1 

12.3 

7.7 

Corporate. 

(39.7) 

(24.2) 

11.7 

(68.8) 

(43.6) 

Consolidated cash flow 

from operations. 

$976.8 

$759.1 

$722.1 

$552.3 

$488.2 


Cash flow (working capital) from operations by line of business consists of after-tax earnings from operations adjusted for 
depreciation, depletion and amortization, deferred income taxes, investment tax credits and the net change in “Other 
noncurrent liabilities” identified with each line of business. All items which cannot be identified with a specific line of 
business (principally corporate expense and items of a financial nature) are included in corporate cash flow from 
operations. 

Included in corporate cash flow from operations for 1979 and 1977, respectively, is an $11.6 million nonrecurring gain 
relating to the sale of the Company’s aluminum casting and rolling business (see Note 7), and a $55.1 million nonrecurring 
gain relating to the nationalization of the Company’s petroleum operations by the government of Kuwait. 









































R.J.Reynolds Industries, Inc. 

Geographic Data 




(Dollars in Millions) 

1979 

1978 

1977 

1976 

1975 

For the Years Ended December 31 






Net Sales and Revenues 

United States (1). 

... $5,866.8 

$4,261.9 

$4,031.4 

$3,477.3 

$2,884.2 

International transportation (2). 

1,220.4 

1,103.7 

941.2 

920.7 

815.0 

Canada . 

414.9 

305.2 

335.2 

326.8 

305.1 

Europe. 

1,009.8 

651.6 

506.7 

411.6 

364.8 

Other geographic areas. 

Less transfers between 

630.6 

386.8 

617.0 

675.7 

515.4 

geographic areas. 

(207.3) 

— 

— 

— 

— 


Consolidated net sales 


and revenues. 

$8,935.2 

$6,709.2 

$6,431.5 

$5,812.1 

$4,884.5 

Earnings from Operations 

United States . 

$ 964.6 

$ 795.5 

$ 733.3 

$ 636.9 

$ 558.4 

International transportation (2) . 

58.3 

118.7 

88.9 

123.2 

93.6 

Canada . 

23.4 

12.2 

16.2 

16.7 

15.3 

Europe . 

41.0 

20.9 

13.4 

5.2 

(0.5) 

Other geographic areas. 

42.9 

(1.9) 

(8.6) 

20.9 

63.2 

Other (principally 

corporate expense). 

(43.6) 

(38.8) 

(29.2) 

(23.3) 

(18.8) 

Consolidated earnings 
from operations . 

* 

$1,086.6 

$ 906.6 

$ 814.0 

$ 779.6 

$ 711.2 

At December 31 

Assets 

United States . 

$3,715.5 

$2,574.6 

$2,449.1 

$2,371.8 

$1,490.0 

International transportation (2) . 

1,431.1 

1,227.9 

1,134.1 

1,130.2 

1,169.0 

Canada . 

241.3 

163.8 

171.7 

176.3 

156.7 

Europe . 

402.4 

286.3 

221.4 

194.4 

144.4 

Other geographic areas . 

338.7 

112.1 

116.9 

196.6 

208.2 

Corporate . 

292.9 

250.8 

240.8 

220.3 

138.8 

Consolidated assets . 

$6,421.9 

$4,615.5 

$4,334.0 

$4,289.6 

$3,307.1 

Liabilities of the Company’s operations 

located in foreign countries . 

$ 466.1 

$ 325.0 

$ 313.7 

$ 380.2 

$ 337.5 


Sales and revenues in the above table include both sales to unaffiliated customers and transfers between geographic areas. 
Transfers between geographic areas (which consist principally of fresh and canned fruit from Latin America, Africa and the 
Philippines transferred to the United States and Europe) are generally made at fair market value, less an allowance to 
compensate the marketing unit for its efforts and expenses in servicing customers. Identifiable assets are those assets used 
in the operations of each geographic area and do not necessarily bear a definite relationship to their earnings from 
operations because of the transfer of products between areas. All cash and security investments are included in corporate 
assets. 

(1) Included in United States sales and revenues are export sales of $476 million in 1979, $316 million in 1978, $271 million 
in 1977, $221 million in 1976 and $159 million in 1975. Export sales primarily represent the sale of tobacco products to 
markets in the Middle East and Far East. 

(2) Because of the nature of international trade, transportation assets, revenues and earnings from operations have not 
been allocated to the various geographic areas. All of the Company’s owned vessels are U.S.-flag ships. Transportation 
revenues classified geographically based on port-of-origin were as follows: 


__ 1979 1978 1977 1976 1975 

United States. $ 551.0 $ 495.1 $ 448.4 $ 491.2 $ 447.7 

Canada. 27.9 25.8 19.8 14.8 11.4 

Europe. 289.9 266.4 203.9 169.6 157.9 

Other geographic areas._ .351.6 316.4 269.1_245.1_198.0 

$1,220.4 $1,103.7 $ 941.2 $ 920.7 $ 815.0 
























































Inflation Accounting Data 
(Unaudited) 

One of the most serious problems facing the 
American economy today is inflation. While there 
has been widespread recognition that inflation 
has a significant impact on a company’s 
operations and earnings, there has been little 
consensus on how to measure and report that 
impact. After years of debating and experimenting 
with various approaches to these problems, the 
Financial Accounting Standards Board (FASB) 
issued Statement No. 33, Financial Reporting and 
Changing Prices, in September 1979. Under the 
provisions of Statement No. 33, certain supple¬ 
mental disclosures are required which are 
intended to depict the effects of inflation on a 
company’s financial statements. Reflecting the 
continuing lack of agreement on how this is best 
achieved, the Statement requires that two 
alternative “inflation” measurement methods be 
used. Under the first method, termed “constant 
dollar” accounting, the basic historical account¬ 
ing data is adjusted for “general inflation.” This 
method addresses the effect of a rise in the 
general price level on the purchasing power of the 
dollar as measured by the Consumer Price Index. 
Under the second method, generally referred to 
as “current cost” accounting, adjustments are 
made to the historical data based on the specific 
price changes for the assets used by a company. 


Because Statement No. 33 was issued so late 
in 1979, and because of the complexity involved 
in making the necessary computations and 
adjustments under the “current cost” method, the 
FASB is not requiring that supplementary data 
prepared on that basis be included in 1979 annual 
reports. Current cost data for 1980, as well as 
1979, will be included in the 1980 annual report. 
During this year of transition, Securities and 
Exchange Commission rules require (if “current 
cost” data is not presented in 1979 annual 
reports) that certain “replacement cost” data be 
included in reports to the Commission. This 
“replacement cost” data is included in the 
Company’s Annual Report to the Securities and 
Exchange Commission on Form 10-K (a copy of 
which is available upon request). 

The supplemental data on pages 56 and 58 
reflect historical results adjusted only for the 
results of general inflation. 

Earnings Adjusted for General Inflation 

The constant dollar “Consolidated Statement of 
Earnings Adjusted for the Effects of Changing 
Prices” on page 56 represents the “historical” (as 
reported) amounts of revenues and expenses 
restated into dollars of the same general purchas¬ 
ing power, as measured by the average level of 
the Consumer Price Index for All Urban Con¬ 
sumers (CPI-U) for 1979 (1979 constant dollars). 

Under the constant dollar measurement 
method, the “cost” of property, plant and 
equipment items is restated into 1979 constant 
dollars, and depreciation expense and gain or 
loss on the sale of properties are adjusted to 
reflect this new basis. (For example, an asset 
purchased for $100 in 1967, when the average 
CPI-U index was 100, would have a “cost basis” 
of $217.40 in average 1979 constant dollars. 
Related depreciation expense in 1979 constant 
dollars would increase accordingly.) 

(continued on page 57) 













R.J.Reynolds Industries, Inc. 

Consolidated Statement of Earnings 
Adjusted for the Effects of Changing Prices 

For the Year Ended December 31, 1979 


(Dollars in Millions) 

As Reported in the 
Financial Statements 
(Historical Cost) 

Selected Data Adjusted 
for General Inflation 
(1979 Constant Dollar) 

Net sales and revenues. 

$8,935.2 

$8,935.2 

Costs and expenses:* 



Cost of products sold and 



operating expenses. 

6,490.5 • 

6,634.6 

Selling, advertising, administrative 



and general expenses. 

1,358.1 

1,367.1 

Earnings from operations . 

1,086.6 

933.5 

Interest and debt expense. 

(125.8) 

(125.8) 

Other income (expense), net . 

24.1 

24.1 


984.9 

831.8 

Foreign currency gains. 

10.2 

10.2 

Nonrecurring gain. 

22.1 

13.4 

Earnings before provision for 



income taxes. 

1,017.2 

855.4 

Provision for income taxes. 

466.3 

466.3 

Net earnings . 

550.9 

389.1 

Less preferred dividends. 

30.7 

30.7 

Net earnings applicable to 

Common Stock. 

< 

$ 520.2 

$ 358.4 

Unrealized purchasing power gain on net 
monetary position . 

$ 216.9 


‘The amount of depreciation, depletion and amortization expense related to items of property, plant and equipment for the 
year was $292.4 million on an historical cost basis and $385.6 million on a constant dollar basis. 



































(continued from page 55) 


Approximately 60 percent of the $153.1 million 
increase in “Costs and expenses” under the 
constant dollar method of income measurement 
is attributable to the increase in depreciation 
expense associated with the increase in property, 
plant and equipment amounts restated in 1979 
constant dollars. The remaining portion of the 
increase is attributable to two factors: the higher 
cost, on a constant dollar basis, of properties sold 
during the year; and the restatement of first-in, 
first-out (FIFO) inventory costs to a constant 
dollar basis. (Since, under the FIFO inventory 
method, the oldest inventory costs are charged to 
the cost of products sold, restating these costs on 
the basis of average 1979 constant dollars 
increases this charge.) With the exception of 
these adjustments, the amounts of revenues and 
other costs and expenses, including cost of 
products sold as determined under the Com¬ 
pany’s primary method of inventory valuation, the 
last-in, first-out (LIFO) method, already ap¬ 
proximate average 1979 constant dollars and 
have not been adjusted from amounts presented 
in the historical financial statements. 

The “Unrealized purchasing power gain on net 
monetary position” is intended to reflect the net 
effect of holding monetary assets (cash, receiv¬ 
ables, etc.) and owing money during an in¬ 
flationary period. For example, the holding of 
monetary assets when prices are rising results in 
a loss of purchasing power. Conversely, owing 
money during an inflationary period results in a 
“holding gain” since the obligation will be settled 
in dollars of lower value. 


Management’s Analysis 

When evaluating the constant dollar data, it 
should be remembered that the amounts derived 
are based on the application of only one of the 
methods proposed for reflecting the results of 
inflation on a company. In addition, the use of the 
CPI-U under the constant dollar accounting 
method can, in itself, cause certain distortions. 
Because the CPI-U is intended to measure and 
reflect price changes on a “market basket” of 
goods consumed by an average American urban 
family, it is unlikely that such price changes would 
be representative of the price changes experi¬ 
enced for the types of commodities used by a 
specific company or industry. Accordingly, those 
amounts should not be viewed as having the 
precision or accuracy of the historical statements 
included in this report. The inflation adjusted data, 
however, do provide a basis for some general 
observations, both as to R.J. Reynolds Industries, 
Inc., in particular, and to the business community 
in general. 

It is apparent from the constant dollar data on 
page 56 that the effects of inflation on the 
Company’s operations are significant in several 
respects. One of the most important points to note 
is the increase in “Costs and expenses,” which 
arises primarily from the reality that, if the 
Company were to replace its fixed assets in terms 
of average 1979 constant dollars, a substantially 
greater capital investment would be required — 
with higher related charges for depreciation. Of 
equal, or even greater, significance is the effect of 
income taxes on the Company as depicted in the 
adjusted income statement. The income tax 
amount reflected in the supplementary income 
statement is the same under each method of 
measurement shown. Income taxes have not 
been restated since present tax laws do not allow 
deductions for any depreciation in excess of 
amounts based on the historical cost of assets. 
The result is that the effective tax rate increases 
dramatically, from 45.8 percent under historical 
cost to 54.5 percent under the 1979 constant 
dollar measurement basis. The net result of 
current tax policies is to increase the tax burden 
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R.J.Reynolds Industries, Inc. 

Fj ve -Y ear Comparison of Selected Supplementary Financial Data 
Adjusted for the Effects of Changing Prices 

For the Years Ended December 31 


(Dollars in Millions Except Per Share Amounts) 

1979 

1978 

1977 

1976 

1975 

In Average 1979 Dollars 

Mot cqIoq smrl rpv/pnups . 

$8,935.2 

$7,464.6 

$7,703.6 

$7,410.9 

$6,587.4 

Oult/O CU IU 1 CVCI .. 

Historical cost information 
adjusted for general inflation: 

Net earnings per common share: 

389.1 

3.60 

• 





3.49 





Mot QccotQ at v/ppr-pnd . 

5,536.9* 





dootJlo cii ycai ... 

Cash dividends declared per 

1.97 

2.00 

2.01 

2.00 

1.98 

Market price per common share 

Average consumer price index. 

$ 32Vs 
217.4 

$ 30% 

195.4 

$ 34% 

181.5 

$ 42% 

170.5 

$ 40V4 

161.2 


“‘Net assets at year-end” is the sum of the historical financial statement amounts for common stockholders’ equity, $2.25 
Convertible Preferred Stock and Series A Cumulative Preferred Stock; adjusted for the changes in valuation, on a 
constant dollar basis, of inventories, net property, plant and equipment, and net monetary items. Other asset amounts 
have not been adjusted for the effects of general inflation. 


as inflation increases, consuming dollars which 
otherwise would be available to replace and 
maintain productive capacity, or to pay dividends. 

It should be apparent that funds not available 
because of the higher effective taxes resulting 
from inflation must be provided from other 
sources. Unfortunately, the sources for these 
funds are the consumer and the Company’s 
stockholders. The consumer pays through higher 
prices for the goods he buys, and the stockholder 
pays through a lower return on his investment. As 
a result, the individual incentive to save has been 
replaced by the motivation to spend now, before 
prices increase tomorrow. As savings decrease, 
the rate of capital investment continues to de¬ 
cline. This lower rate of capital accumulation will 
inevitably lower the future rate of productivity in 
the American economy and reduce the nation’s 
ability to compete with foreign producers. 


The Company has long recognized the poten¬ 
tial effects of inflation and, accordingly, has taken 
steps to reduce those effects, and the related tax 
consequences, on its business. For example, 
since 1956 the Company has used the UFO 
inventory method for the major portion of its 
inventories. While this method reduces reported 
earnings in inflationary periods because it 
matches current costs with current revenues, it 
also reduces taxes and increases cash flow. 
Sound financial planning further lessens the 
effects of inflation on the Company, as illustrated 
by the “Unrealized purchasing power gain on net 
monetary position” shown in the statement on 
page 56. Although this amount does not represent 
dollars which will be received in the future, it does 
represent the preservation of purchasing power 
during the year through effective cash manage¬ 
ment. 



















R.J.Reynolds Industries, Inc. 

Oil and Gas Reserve Quantities by Geographic Areas (Unaudited) 


The following table shows the estimates of the Company’s net quantities of proved reserves and proved developed reserves 
of oil and gas for the years ended December 31,1979,1978 and 1977, and the changes in the net quantities of such reserves 
during 1979 and 1978. 


Crude Oil, Condensate 

Natural Gas 


< 

and Natural Gas Liquids 

(Millions of 



(Thousands of Barrels) 

Cubic Feet) 



United States 

United States Foreign 

Proved Developed and Undeveloped Reserves 



December 31, 1977 . 

135,121 

508,116 

65,870 

Revisions of prior estimates. 

5,087 

10,087 

— 

Extensions, discoveries and 




other additions. 

4,708 

39,845 

— 

Production. 

(14,315) 

(42,168) 

(884) 

Sales of minerals-in-place. 

(550) 

(124) 

— 

December 31, 1978 . 

130,051 

515,756 

64,986 

Revisions of prior estimates. 

.. 3,500 

22,804 

1,959 

Extensions, discoveries and 




other additions. 

2,781 

69,342 

— 

Purchases of minerals-in-place (1) . 

6,427 

49,368 

— 

Production (2). 

(13,238) 

(66,413) 

(3,105) 

December 31,1979 (3). 

129,521 

590,857 

63,840 

Proved Developed Reserves 




December 31, 1977 . 

67,754 

251,648 

63,220 

December 31, 1978 . 

62,039 

297,833 

62,366 

December 31,1979 . 

61,411 

393,235 

59,161 


(1) In 1979 the Company acquired the remaining interest in the reserves of Signal Petroleum, a Louisiana oil and gas 
producing concern. (See Note 13.) This purchase added 46,900 MMCF of natural gas and 6,375 MBBLS of crude oil to 
the Company’s reserves. 

(2) Production and ending reserves are subject to minor changes since production volumes contain estimates. 

(3) Foreign natural gas reserve estimates are those of the Company’s engineers calculated on a basis consistent with that 
used to calculate United States reserves. However, the foreign reserve estimates are subject to revision based on the 
subsequent report of the independent consulting engineers evaluating such reserves. 

In addition to the foregoing estimates of proved oil and gas reserves, the Company also had the right to sell estimated 
proved reserves of crude oil as a result of a long-term service contract with a foreign government as of December 31,1979 
and 1978, respectively, of 8,923,000 barrels and 7,120,000 barrels. The net quantity of crude oil produced for the Company's 
account under this contract during 1979 and 1978 was 1,710,000 barrels and 1,709,000 barrels, respectively, all of which 
was sold to an authority of the government. 































R.J.Reynolds Industries, Inc. 

Revenues, Costs and Capitalized Costs Relating to 
Oil and Gas Producing Activities 


The following table shows the Company’s revenues and costs from oil and gas producing activities for 1979 and 1978, as 
well as the aggregate amount of capitalized costs and related accumulated depreciation, depletion, amortization and 
valuation allowances relating to oil and gas producing activities at December 31,1979 and 1978. 

(Dollars in Millions) 

United 

States 

Foreign 

Total 

For the Years Ended December 31 

• 



Net Revenues: 

1979 . 

. $256.3 

$16.7(1) 

$273.0 

1978 . 

. 180.9 

17.7(1) (2) 

198.6 

Costs Incurred in 1979: 

Property acquisition costs . 

. $ 29.4 

$ - 

$ 29.4 

Exploration costs . 

. 23.8 

1.7 

25.5 

Development costs . 

. 162.5 

5.7 

168.2 

Production (lifting) costs . 

. 59.7 

3.9 

63.6 


$275.4 

$11.3 

$286.7 

Costs Incurred in 1978: 

Property acquisition costs . 

. $ 13.8 

$ - 

$ 13.8 

Exploration costs . 

. 31.4 

4.1 

35.5 

Development costs . 

. 120.9 

4.9 

125.8 

Production (lifting) costs . 

..t. 52.1 

4.8 

56.9 


$218.2 

$13.8 

$232.0 

Provisions for Depreciation, Depletion, 

Amortization and Valuation: 

1979 . 

. $107.8 

$ 2.2 

$110.0 

1978 ... 

. 58.3 

1.6 

59.9 

Capitalized Costs at December 31: 

1979 .. 

. $896.9 

$34.2 

$931.1 

1978 . 

. 717.2 

27.6 

744.8 

Accumulated Depreciation, Depletion, 

Amortization and Valuation 

Allowances at December 31: 

1979 . . 

. $226.0 

$ 3.6 

$229.6 

1978 .. . 

. 139.0 

2.0 

141.0 


(1) Includes $9.5 million and $15.6 million for 1979 and 1978, respectively, attributable to a continuing long-term service 
contract with a foreign government. 

(2) Excludes net revenues for 1978 of $141.8 million from sales of oil derived from long-term supply agreements with the 
National Oil Company of Iran. These agreements have been unilaterally abrogated by the government of Iran. 

In addition to the above data, Securities and Exchange Commission regulations require the Company to present certain 
information on oil and gas producing activities prepared on the basis of “Reserve Recognition Accounting’’ (RRA). The 
Company’s Annual Report on Form 10-K (a copy of which is available upon request) contains the specific oil and gas data 
prepared on an RRA basis for the year ended December 31,1979. 

































































Special Report: 

Del Monte Corporation 

The merger of Del Monte Corpora- 
' tion into R.J. Reynolds Industries took 
place on February 2, 1979. This 
special section of the Annual Report 
provides an overview of the newest 
member of RJR’s corporate family. 


A few years ago, the American 
Newspaper Publishers Association 
sent a survey team across the 
country with an interesting challenge 
for consumers: At a nickel per brand, 
how many brands can you name in 
the next four minutes? 

The runaway winner: Del Monte, 
named by 43 out of every 100 people 
who took the test. What surprised the 
survey takers was that Del Monte 
has never been a particularly heavily 
advertised brand. In fact, in terms of 
dollars spent on advertising, Del 
Monte ranked at the bottom of the list 
of the 1 00 brands most often named 
by the respondents. The newspaper 
publishers concluded that additional 
factors, such as frequency of pur¬ 
chase, distribution and years in the 
marketplace, play an important role 
in brand recall. 

Given these conclusions, it is not 
surprising that Del Monte turned out 
to be America’s best-known brand. 
Canned foods bearing the familiar 
red and green label have been 
promoted nationally to three gener¬ 
ations of homemakers and can be 
found today in virtually every grocery 
store in the country. The average 
American household consumes over 
a case of Del Monte products every 
year. 

The organization behind this time- 
honored symbol of quality and value 
is Del Monte Corporation. Head¬ 
quartered in San Francisco, with a 
work force of more than 43,000 full¬ 
time employees, Del Monte produces 
canned foods in 10 countries and 
markets them in more than 60. 

Perhaps less well known, though 
equally important to corporate 



Del Monte’s' four-year-old headquarters com¬ 
plex in downtown San Francisco is the hub of a 
worldwide production, marketing and distribu¬ 
tion organization that brings quality food 
products to people in more than 60 countries. 

vitality, Del Monte is parent to a wide 
variety of other food and food-related 
companies, as a result of corporate 
diversification which began in the 


late 1960s. While continuing to focus 
on protecting and strengthening the 
Del Monte canned foods line, Del 
Monte Corporation has been evolv¬ 
ing and growing in new ways. With its 
diversified operational base, strong 
financial position and newly acquired 
status as a subsidiary of R.J. Reyn¬ 
olds Industries, the company is 
positioned at the onset of the ’80s for 
a decade of solid growth. 

Brand recall aside, perhaps the 
best evidence of the strength of the 
Del Monte brand is the typical 
supermarket in the United States, 
which carries anywhere from 60 to 
100 different Del Monte items. 
Although brand mix and emphasis 
differ from chain to chain, Del Monte 
canned foods account for more 
“facings” — that is, occupy more 
shelf space per store — than prac¬ 
tically any other branded food 
product in the U.S. grocery industry. 

That shelf space is needed. In the 
highly fragmented canned foods 
segment, most major Del Monte 
items rank either first or second in 
their product category nationally, 
with 1979 market shares as strong or 
stronger than ever before. Overall, 
one in every six cans of fruit, vege¬ 
tables and tomato products that 
move through the nation’s checkout 



Because of the status of the Del Monte name with consumers, the brand’s familiar red shield and 
green label command more supermarket shelf space than virtually any other line of grocery items. The 
average supermarket carries between 60 and 100 Del Monte items. 






















To preserve freshness, Del Monte products are usually processed within a few hours of harvest at 
one of the company's 31 U.S. fruit and vegetable canneries. The company operates five peach 
processing facilities in California, including one at Kingsburg (above), where the fruit is processed 
under strict standards of quality. 


tands today carries a Del Monte 
abel. 

Despite the maturity of the U.S. 
anned foods market, Del Monte’s 
core” canning business continues 
o grow. Key to this growth has been 
ne selective development of high 
olume, high profit products and the 
eduction or elimination of low 
nargin items. 

I’ Hand in hand with this strategy has 
aeen the development of new Del 
irtonte products and line extensions 
Bo meet constantly evolving con¬ 
sumer needs and expectations. 
Current examples in test market 
nclude more than 20 new Del Monte 
Mexican food items and two new 
styles of Del Monte fruits — one a 
arge, Chunky style cut, the other 
featuring a lighter syrup for peaches, 
Dears, apricots and fruit cocktail. 

Del Monte is positioned 
to capitalize on trends that 
| will affect foods markets in 
the 1980s. 

Looking to the future, Del Monte’s 
strong brand franchise and pre- 
Dminent position with the trade 
should permit it to capitalize on a 
number of important marketing and 
social trends in the next decade. 

• Demographics show the 1980s 
will be marked by a boom in the 30- 
44 age group. These are precisely 
the shoppers who push the most 
heavily laden grocery carts. 

• The trend toward eating more 
meals away from home has opened 
up a promising new institutional food 
service market for canned foods. Del 
Monte's broad institutional line of 
fruits, vegetables and specialties in 
the No. 10-size container now ac¬ 
counts for about 7 percent of Del 
Monte domestic case sales and is 
growing. 

• Canned vegetable consumption 
in the U.S. was up six pounds per 
capita during the last 15 years. Part 
of the increase is due to the fact that 
families — especially those in which 
both spouses hold jobs — are 
looking for more convenient and 
economical ways to prepare plea¬ 
sant meals at the end of the day. The 
canned foods shelf at the super¬ 


market contains a broad selection of 
components for simple but balanced 
meals. 

• Del Monte has every reason to 
be encouraged by the American 
people’s growing interest in nutrition 
and health. Processed vegetables 
and seafood are excellent sources of 
protein, vitamins, minerals and fiber, 
and modern nutrition education is 
teaching a new generation of home¬ 
makers to include these foods in a 
balanced diet. This wholesome 
characteristic of canned foods is 
supported by Del Monte advertising 
and nutrition information programs. 


Del Monte’s substantial presence 
in the supermarket is the result of 
long experience producing food 
products that people can afford — 
and are proud to serve. If ‘‘Del Monte 
Quality” has a definition, that is it. 

The vast majority of Del Monte 
fruits and vegetables comes from the 
orchards and fields of independent 
growers under contract to the com¬ 
pany. Growing areas are dispersed 
through a dozen states, providing an 
important degree of protection from 
drought, excessive rain and other 
vagaries of nature that pose a pe¬ 
rennial threat to farmers. The com- 















Green beans have long been a staple of the American diet, and Del Monte’s Blue Lake variety is 
America’s favorite brand of canned green beans. At the company’s Plover, Wisconsin, cannery 
(above), freshly harvested raw product moves from delivery truck to processing. 


pany’s 37 processing plants and 11 
associated can manufacturing 
facilities are located near the source 
of the product, so the freshly har¬ 
vested fruits and vegetables are 
processed at peak quality and are in 
the warehouse usually within a few 
hours. 

Research and develop¬ 
ment helps assure Del 
Monte of ample supplies of 
quality raw product. 

Supporting these and other Del 
Monte operations around the world 
are two corporate research centers 
in Northern California. At Del Monte’s 
Agricultural Research Center in San 
Leandro, company scientists working 
in labs, greenhouses and special en¬ 
vironmental chambers develop new 
plant varieties and improved hor¬ 
ticultural techniques to help assure 
an adequate, steady supply of high 
quality raw products for company 
processing plants. As an extension of 
this developmental work, Del Monte 
processes seed in the U.S. for 
distribution to its growers. 

Del Monte’s 70,000-square-foot 


Scientific Research Center in Walnut 
Creek, California, is the site of the 
company’s advanced research into 
food composition, nutrition, bio¬ 
chemistry and microbiology. In¬ 
cluded at the Center are taste panel 



Typical of Del Monte’s efficient production 
facilities is this outdoor conveyor operation at 
the company’s tomato processing facility in 
Modesto, California. Catsup bottles are 
washed, filled, sealed, cooled, packed and 
warehoused in a continuous operation. 



facilities, test kitchens and a pilot 
cannery where prototype products 
are studied in order to establish 
processing specifications. Del 
Monte’s pioneering work in the area 
of nutrition labeling was largely 
carried out at the Center. 

Capital investment has 
concentrated on increasing 
productivity and cutting 
energy consumption. 

Aside from major additions to corn, 
green bean and pickle processing 
facilities, Del Monte has not ex¬ 
panded its domestic processing 
capacity in recent years. Rather, a 
high level of investment has been 
devoted to increasing productivity. 
Recent examples of such capital 
projects include installation of the 
canning industry’s largest and most 
energy-efficient tomato puree 
evaporator at Modesto, California; 
multi-million-dollar plant improve¬ 
ments in progress at Del Monte’s 
pineapple cannery in Honolulu; and 
additions and modifications within 
Alaska Packers Association’s five- 
plant system, permitting this subsidi¬ 
ary to more efficiently serve growing 
markets for frozen salmon, crab and 
shrimp. 

When it comes to moving food 
through the “pipeline” from process¬ 
ing centers to supermarkets, few 
companies of any size can match 
Del Monte’s efficiency and breadth of 
coverage. One of the notable 
features of the company’s U.S. mar¬ 
keting and distribution system is a 
network of 12 strategically located 
regional canned foods distribution 
centers, which provide fast, low cost 
service to all major metropolitan 
areas. Direct shipments from the 
plants or consolidated orders from 
the distribution centers are handled 
by one of the most flexible and fast¬ 
reacting order processing, shipping 
and billing systems in the grocery 
industry. 

Del Monte products are promoted 
to the trade by a highly trained team 
of 350 company sales people work¬ 
ing out of 33 sales offices across the 
country. These sales represen¬ 
tatives, plus selected food brokers 





















































who cover less-populated parts of 
: the country for Del Monte, are in day- 
to-day contact with the buying 
committees of supermarket chains 
and the management of individual 
retail outlets. 

Del Monte sales people are 
assisted in their work by CRIS, one of 
the company’s major computer 
applications. CRIS, short for Com¬ 
puterized Retail Information System, 

• generates electronic “pictures” of 
shelf situations in the more than 
30,000 retail stores Del Monte 
regularly calls upon. Updated each 
time a sales person makes a call, 
CRIS reports quickly note out-of- 
stock situations or any other devia¬ 
tion from an outlet’s Del Monte 
distribution objectives. Because it 
also tracks promotional activities, 
CRIS is a valuable tool in demon¬ 
strating to the trade the consumer 
“pulling power” of a Del Monte 
storewide sale. 

International food processing and 
marketing operations have become 
increasingly important and profitable 
to Del Monte. Foreign sales of 
canned foods in 1979 were up 46 
percent from just five years ago. 

Foreign processing 
strengthens marketing 
capabilities in growth areas 
overseas. 

In established markets, such as 
Canada, England, Scandinavia and 
Hong Kung, many Del Monte prod¬ 
ucts enjoy distribution coverage and 
market shares similar to those for the 
brand in the U.S. While per capita 
consumption of canned fruits and 
vegetables is considerably lower 
overseas, it is likely to grow at a 
much faster rate than in the U.S. 

Del Monte products have been 
marketed abroad nearly as long as 
the company has been in business. 
Foreign production operations got 
under way in the 1920s, when a 
pineapple plantation and cannery 
were developed in the Philippines to 
supplement Hawaiian supplies. 
Subsequent investments in Canada, 
Latin America, Europe, Africa and the 
Far East today provide for multiple, 
low cost foreign sources of most 


Del Monte products. 

Rather than compete with Del 
Monte exports from U.S. canneries, 
the company’s 20 foreign food 
processing plants permit Del Monte 
to market its products more effec¬ 
tively within the world’s major trading 
blocs. Recent capital projects abroad 
include development of a fruit and 
vegetable cannery in Greece, expan¬ 
sion of pineapple growing and pro¬ 
cessing operations in Kenya and a 
major plant modernization program in 
the Philippines. 

Del Monte’s reputation for fairness 
in its business dealings, its policies 


respecting growers and employees 
and its pioneering work in modern 
farming and food processing tech¬ 
niques have made the company a 
welcome partner in the essential task 
of feeding people in nations around 
the world. 

Fresh fruit as a Del Monte busi¬ 
ness segment is barely a decade old, 
but already it accounts for about 15 
percent of Del Monte sales and an 
even greater portion of earnings from 
operations. From modest beginnings 
in 1969, Del Monte Banana Com¬ 
pany has boosted annual sales of 
Del Monte brand bananas from some 



Del Monte's worldwide fresh fruit operations are coordinated by Miami-based Del Monte Banana 
Company. The fruit is shipped from plantations in Latin America and the Philippines to markets in 
North America, Japan, Europe and the Middle East. Most of the fresh fruit destined for U.S. markets is 
shipped to company-managed terminals aboard Del Monte’s fleet of refrigerated banana boats. 






























35,000 tons to over 900,000 tons. 
More notably, the company has been 
able to post operating returns on 
assets employed that have far 
exceeded those of its two nearest 
competitors over the past several 
years. 

Annual banana sales have 
increased from 35,000 tons 
to more than 900,000 tons in 
the past decade. 

While the transferability of the Del 
Monte brand has had a great deal to 
do with these achievements, the real 
credit belongs to Del Monte Banana 
Company’s efficient production 
system and lean, aggressive mar¬ 
keting team. The company is able to 
react quickly to take advantage of 
sudden changes in supply and 
demand within world markets. 

Del Monte bananas are grown on 
the company's own plantations and 
those of independent growers in 
Latin America and the Philippines. All 
of the fruit destined for North Ameri¬ 
can markets is carried aboard Del 
Monte’s own fleet of refrigerated 
vessels. The fruit is unloaded at 
seven company-managed terminal 


facilities at ports on the U.S. Atlantic, 
Gulf and Pacific coasts. 

Since the introduction of Del 
Monte bananas to the U.S. West 
Coast in 1978, Del Monte’s share of 
the domestic market has increased 
steadily and now stands at about 18 
percent, representing sales of 
roughly 20 million boxes per year. In 
the company’s second most impor¬ 
tant market, Japan, Del Monte’s 
market share is about 20 percent. 

Though considerably smaller in 
scope, the marketing of Del Monte 
fresh pineapple has been equally 
successful. In the U.S. alone, the 
company produced and distributed 
close to 43,000 tons of fresh pine¬ 
apple last year, mostly through West 
Coast ports. In its most important 
fresh pineapple market, Japan, Del 
Monte enjoys a major share. 

Del Monte fresh pineapple comes 
from the same company plantations 
in Hawaii and the Philippines that 
produce the fruit for processing. 
Hawaiian pineapple reaches U.S. 
West Coast markets aboard refrig¬ 
erated ships and goes to inland 
markets on wide-bodied jets. 
Because fresh pineapple is still a 
relatively new product in many areas 


of the country, a high rate of sales 
growth is likely to continue for 
several years. 

The marketing of fresh fruit is just 
one of the ways Del Monte has 
broadened its base in foods-related 
activities over the past dozen years. 

Del Monte’s Service Systems 
Corporation manages several hun¬ 
dred cafeterias and restaurants 
across the country for clients in the 
business and industry, education and 
health care segments of the away- 
from-home food service market. 
Service Systems also provides vend¬ 
ing, building maintenance and a host 
of other services for institutional 
customers. 

The company’s subsidi¬ 
aries serve several foods 
markets in addition to 
canned products. 

Distribution Systems, Inc. 
manages the operations of four 
trucking companies, four full-service 
truck and trailer dealerships and a 
warehousing division. The bulk of 
Distribution Systems’ revenues is 
derived from the refrigerated trucking 
operations of two member firms, 

Willis Shaw Express and Ida-Cal 
Truck Lines. Their 500 power units 
and combined operating rights per¬ 
mit the two firms to serve the growing 
demand for refrigerated over-the- 
road transportation in nearly all areas 
of the country. 

Finally, Del Monte has a group of 
smaller subsidiaries, all but one 
located on the West Coast. 

San Francisco-headquartered 
O’Brien, Spotorno, Mitchell produces 
frozen entrees and side dishes for a 
wide range of institutional clients, 
including some of the nation’s major 
airlines and hotel and restaurant 
chains. 

Granny Goose Foods produces 
potato chips, corn chips and other 
snacks for distribution primarily in 
Northern California and Hawaii. 

California Pretzel Company bakes 
pretzels and breadsticks for market¬ 
ing under both its own and private 
labels. 

Perky Pies bakes meat and fruit 
turnovers for sale in retail stores, 



Del Monte plantations in Hawaii and the Philippines supply both the established demand for canned 
pineapple chunks and slices and the growing demand for the fresh fruit in U.S. and Japanese markets. 
In Kenya (above), pineapple is grown and canned primarily for Del Monte’s European markets. 



















Buffalo-based Service Systems Corp., acquired by Del Monte in 1967, feeds thousands of people 
every day in restaurants and in school, industrial and office cafeterias across the country. The 


company also provides vending, maintenance and a host of other services for institutional clients in 
f more than half of the 75 largest U.S. metropolitan markets. 

for reinvestment or retirement of 
long-term debt. 

The success of diversification and 
asset redeployment was evident in 
Del Monte’s pre-merger fiscal 1978 
results. Out of a record pre-tax 
operating income of $123.5 million, 
approximately 40 percent was 
derived from businesses, products 
and markets developed within the 
preceding decade. 

Del Monte earnings grew 33 
percent during the company’s most 
recent five full fiscal years preceding 
the merger with Reynolds Industries. 
In the 11 months following the 
February 2,1979 merger, Del Monte 
contributed about 11 cents per share 


\ vending machines and self-service 
» catering trucks. 

Cut & Ready Foods and New York- 
based Endico Potatoes, Inc. process 
pre-sliced frozen potato products for 
fast food outlets. 

Del Monte has been able to 
strengthen its position in the U.S. 
canned foods marketplace, to ac¬ 
celerate development of overseas 
markets and to expand rapidly into 
such new businesses as fresh fruit 
and institutional food service, all 
largely as a result of an asset 
redeployment program. Numerous 
nonproductive or marginally produc¬ 
tive operations, as well as surplus 
real estate, were converted to cash 


(fully diluted) to RJR’s annual con¬ 
solidated net earnings. These finan¬ 
cial accomplishments are especially 
noteworthy because they were 
achieved during a period which 
contained a particularly severe down 
cycle in the domestic canned foods 
market. 

R JR merger promises to 
strengthen Del Monte’s 
ability to build on past 
successes. 

In many respects, then, 1979 can 
be considered a banner year in the 
development of Del Monte Corpora¬ 
tion — best ever sales, best ever 
earnings, a new and promising future 
as a subsidiary of R.J. Reynolds 
Industries. 

But for Del Monte consumers 
around the world, 1979 was simply 
the latest year in a tradition of 
enjoying the highest quality foods 
products at reasonable prices. That’s 
why so many people think of Del 
Monte before they think of any other 
brand. 
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R.J. Reynolds Industries’ con¬ 
tinuing study of the costs of govern¬ 
ment regulation to its shareholders 
showed that the company spent 
$34.3 million on compliance in 1978, 
nearly 19 percent higher than the 
dollar amount of the regulatory 
burden on RJR in 1977. 

Expenditures for compliance 
reduced the company’s earnings an 
estimated 11 cents per share during 
1978. The bottom line effect would 
have been more pronounced except 
that more than one-third of the $34.3 
million RJR spent to comply with 
regulations was for capital projects. 
Because only a fraction of the 
spending for capital assets is 
charged against earnings in any one 
year, most of the $12.4 million RJR 
spent in 1978 for regulatory-related 
capital projects did not reduce 
reported earnings per share. 

However, through depreciation 
charges, these capital costs will have 
a negative impact on earnings over 
the entire useful lives of the assets 
involved. 

Once again, in 1978 by far the 
largest expense RJR incurred for 
regulatory compliance — ap¬ 
proximately $22 million — was 
employee cost. The parent and 
operating companies expended 
nearly 738,000 man-hours filling out 
forms, filing reports and performing 
other essentially nonproductive tasks 
directly related to government 
regulation. This was an increase of 
more than 14 percent over the staff 
time devoted to compliance in the 
prior year. 

The dramatic increase in 
regulatory costs brought to light by 
RJR’s most recent study did not 
include similar costs at Del Monte 
Corporation, which was not yet part 
of Reynolds Industries in 1978. 
However, Del Monte’s own survey 
revealed that its compliance costs 
also went up that year, to $15.5 
million from $14.2 million in 1977, an 
increase of 9.2 percent. 

The majority of the regulations 
encompassed by the study were 
issued by agencies or bureaus of the 
U.S. federal government. Conser¬ 
vative estimates were used for 
determining the cost of regulation 
whenever expenditures could not be 



These stacks of paper symbolize the mounting costs of government regulations to R.J. Reynolds 
Industries. A continuing study by the company showed thatRJR's compliance costs increased nearly 
19 percent between 1977 and 1978. This trend indicates an essentially nonproductive sector of the 
U.S. economy is expanding much faster than real economic growth, making inflation worse. 


precisely identified. Activities carried 
out primarily for operating reasons 
were totally excluded from the 
survey, even if their cost is heavily 
influenced by regulatory require¬ 
ments. For example, RJR’s survey 
did not cover the costs to the 
company of serving, in effect, as a 
collection agency for taxes payable 
by its employees. 

One of the primary factors contrib¬ 
uting to inflation in the United States 
is declining productivity. Regulation 
for its own sake has no economic 
benefit and, in fact, tends to depress 
productivity, creating a climate in 
which inflation is more apt to thrive. 

If the 19 percent annual increase 
in compliance costs experienced by 
Reynolds Industries accurately 
reflects the increasing impact of 
regulation on the entire economy — 
and RJR believes it does — then it is 
clear this nonproductive sector not 
only is growing at a faster rate than 
inflation, but also exceeds by an 
even wider margin the rate of real 
growth in the U.S. economy. 

Human and financial resources 


used up by regulation are not 
replaceable. Inevitably, if compliance 
costs continue to increase at the 
rates RJR has identified, the limited 
resources available for investments 
to improve productivity, job oppor¬ 
tunities and, not incidentally, 
shareholder returns, will be further 
depleted. 

In the past year, there have been 
some encouraging signs that the 
public and its elected represen¬ 
tatives are beginning to understand 
the inflationary impact of government 
regulation. By quantifying the effect 
of regulation on the value of our 
shareholders’ investment, Reynolds 
Industries hopes to demonstrate that 
there can be economic and social 
costs associated with government 
regulation that far outweigh any 
benefits to the consumer. 









“Our corporation stands on two 
strong, stable bases at the 
threshold of the ’80s — RJR’s 
worldwide franchises in to¬ 
bacco and foods . . . We are 
also the leader in containerized 
ocean transportation, an es¬ 
sential worldwide industry, and 
a growing domestic force in 
what is probably the most vital 
business in the world — 
energy. ” 

J. Paul Sticht 
Chairman 
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